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INTERRELATIONS OF PRODUCTION, PRICE, 
AND DERIVED DEMAND" 


JACOB L. MOSAK 
University of Chicago 


I. INTRODUCTION 
|: THE pure theory of exchange the interrelations of demand, 


price, and income for an individual consumer have been de- 

veloped at great length by Pareto, Slutsky, Hicks and Allen, 
Hotelling, and Schultz. It is the purpose of this paper to develop 
analogous relationships in the theory of production between the 
quantities of the productive services demanded and their prices. 
It may be well to state at the outset that we shall abstract from 
considerations of “growth” and the theory of capitalization. 

The chief difference between the theory of exchange and the 
theory of production is that the total quantities of the consumers’ 
goods in the market are no longer the “givens” of the problem 
but must themselves be determined. The givens are, instead, the 
quantities of the productive services and the state of technology, 
ie. “he production function. 


Il. CONDITIONS OF STATIC EQUILIBRIUM 
Let the individual’s known production function for the good 
(X) be 
@ = f(6,, Gs, -.-+5 Ga), (x) 
* I am deeply grateful to Professors Henry Schultz and Oskar Lange, of the Uni- 


versity of Chicago, and to Mr. H. Gregg Lewis for helpful suggestions and criticism. 
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where «x is the quantity of output and the a,(¢ = 1,....,) are 
the quantities of the productive services. The partial derivatives 
of (1) with respect to aj, 


fi = fila, Q2,.+++, Gn), (2) 


are the marginal productivities of a;. We restrict ourselves to the 
effective region of the production function in which all f; are 
positive. Carrying over the Edgeworth-Pareto notion of comple- 
mentarity, we may define two productive services, a; and aj, as 
technically completing, independent, or competing according as 


aie 


2 = ° 
4 @a;0a; S ~? 


WY 





or, according as an increase in the quantity of one service aug- 
ments, maintains constant, or diminishes the marginal produc- 
tivity of the other service. (We assume, of course, the existence 
of continuous first and second derivatives of x with respect to 
each productive service.) 

Let the individual’s cost function be given by 


= Gspr + Gifat.... + Gnpa, (3) 


where is the total cost of producing x and p,(i = 1,...., m) are 
the prices of a;. Equation (3) states that the total cost incurred 
in the production of x is equal to the sum of the payments made 
to the productive services. 

The problem of the individual producer may be considered as 
twofold: 

a) The technical problem of allocating any given expenditure 
as between the various productive services. The assumption is 
made that the producer so allocates his expenditure as to maxi- 
mize the total output corresponding to any given expenditure, or, 
what is equivalent to it, that he minimizes his cost corresponding 
to any given total output. 

b) The economic problem of determining how much the total 
expenditure or the total output shail be. The assumption made 
is that the producer chooses that total expenditure or that total 
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output which maximizes his net revenue. This second problem of 
determining what the total expenditure shall be constitutes the point 
of departure of the theory of production from the ordinary mathe- 
matical theory of consumer’s choice. In the latter it is generally as- 
sumed that the total expenditure of the consumer is fixed, irrespective 
of the prices of the goods he buys. 

Mathematically the solution of the first problem requires that 
(1) shall be a maximum, subject to condition (3) holding. Making 
use of the method of the Lagrange multiplier, this means that 


F = f(ay, @2,...., On) — MGip1 + aap. + cere + anf — fi) = max, (4) 


where yp is treated as a constant, i.e., 4 = ji, and dis the Lagrange 
multiplier, another constant. 

If we let p, be the price of x, then the second problem requires 
that we maximize net revenue, 7, or 


© = px — wp = max. (5) 


In this paper we shall consider only the case of perfect compe- 
tition. Under perfect competition each individual assumes the 
prices of the services and of the product to be constant, unaffected 
by variations in his purchases or sales. In equations (4) and (5s), 
therefore, the price of the product, p., and the prices of the serv- 
ices, ;, must be treated as constants. Thus, in the former equa- 
tion the only variables are the productive services, a;, while in 
the latter the variables are the total product x which is a func- 
tion of a;, and the total cost mu. 

We turn first to equation (4). The necessary conditions for (4) 
to be a maximum are that the partial derivatives of F with re- 
spect to each of the variables shall be equal to zero.? Hence, 


2 These are only the necessary conditions. The sufficient conditions are that the 
bordered determinants of successive orders 





°o lf: ha o fi Sa fs 
hi Su fu ’ hi Su Sua ty ote 
Sa Sia Sa Sa Sia Sas Sas , ey 





fs Sis Sas Sas 


shall be alternately positive and negative. See R. G. D. Allen, Mathematical Analysis 
for Economists (London: Macmillan, 1938), pp. 502-3. 
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fi — i = 0, 
fa— a = 0, (6a) 
tite, 
or 
bofn....= Bean. (68) 


Equation (6) is merely the mathematical statement of the fact 
that at equilibrium the total fixed expenditure is so allocated 
among the different productive services that their marginal pro- 
ductivities “per dollar’s’”’ worth are all equal to each other. Equa- 
tion (6), together with equation (3), determines the equilibrium 
purchases of the services a; corresponding to any given value of u. 
It will be observed that these quantities are functions of the prices 
of the services p; and of the total cost uw. They do not directly 
depend on the price of the product, »,, although, as we see from 
(5), the equilibrium total cost gz is itself a function of p.. When 
these equilibrium quantities of the services are substituted in 
equation (1), we obtain the equilibrium output corresponding to 
the given total cost. 

To evaluate the Lagrange multiplier \, we proceed as follows: 
From (1) we have 


dx = fda, + fdas +... . + fadldn . (7) 
And from (3) we have 

dp = pide, + plas +.... + pales. (8) 
Dividing (7) by (8) and making use of (6b), we obtain 


dx _ frida, + fida, + ....+ faddn _ ) (9) 
du pida, + pida,+....+ pada, ~" 9 





The expression e may be defined as the marginal productivity 


3 For an alternative formulation of the functional relationship between these 
variables and parameters see the Appendix which follows (pp. 783-87). 
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of money expenditure or the rate of increase of output with re- 
du 
? dx ? 
the marginal cost of producing x. It will readily be observed that, 
like the equilibrium quantities a; and x, the equilibrium value of 
d is a function of p; and of pu. 
Substituting from equation (9) into (6d), we obtain 


= — in _& (10) 


pr a ° & dp’ 


spect to total cost under a given price system. Its reciprocal is 


which means that at equilibrium the marginal productivity per 
dollar’s expenditure on a service is equal for all services and is 
equal to the marginal productivity of money expenditure. 

It remains now only to determine what the producer’s total 
expenditure shall be. This, as we have seen, is given by equation 
(5), which states that the total cost must be such as to maximize 
the net revenue. The necessary and the sufficient conditions for 
(5) to be a maximum are that 


_ 
p: = , (11) 
and 
dr<o. (12) 


4 It can easily be seen that this sufficient condition for x to be a maximum is the 
same as that for x to be a monconstrained maximum. If we let 


Su ; ey 
a Sua , ee : 
Sin Jen cSan 


then this condition is that the principal minors of successive orders shall be alternate- 
ly negative and positive. Thus, 





Su Sua Su Sia Sis 
fu<o, Sia “a =e Su Sa tas < 0, etc. 
Sis Sas ts 





It can be shown that these inequalities involve the condition of decreasing marginal 
productivity of money expenditure or of increasing marginal cost. In a later note 
we shall show that this consideration rules out the case of the homogeneous produc- 
tion function. 
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Equation (11) is simply the mathematical statement of the 
theory that, under competition, the producer pushes his total ex- 
penditure or total output up to the point where price equals mar- 
ginal cost. Thus the equilibrium total cost is determined by the 
price of the product and the marginal cost. But since, as we have 
just seen, the marginal cost is itself a function of the prices of the 
services, it follows that the equilibrium total cost is a function of 
the prices of the services, ~;, as well as of the price of the prod- 
uct, pz. 

Substituting from equation (9) into equation (11), we see that 


(13) 


rin 


pz = 


Equations (1), (3), (6), (9), and (11) or (13) are sufficient to 
determine all the unknowns yp, a;, x, and X. 


III. STATEMENT OF THE PROBLEM OF SUPPLY 
AND OF DERIVED DEMAND 

Having stated the equilibrium conditions in terms of any given 
price situation, we may now turn to consider the main problem 
of this paper, namely, the determination of the changes in the 
equilibrium system which result from changes in the price situa- 
tion. 

Assuming no change in the production function (1), a change in 
the system (i.e., in the equilibrium quantities y, a;, x, and \) can 
come about either through a change in the prices of the services, 
pi, or of the good, p,. Either change will entail a change in the 
total cost uw in order that (11) or (13) may be satisfied. Thus, if 
the price p; should change to #;, the new system would be given 
by the same equations (1), (3), (6), (9), and (13) except that p; 
would be replaced by ~; and yp by y’. Since p, is constant, it fol- 
lows from (13) that \ would remain constant. Similarly, if p. 
should change, the new equilibrium system would be given by the 
same equations (1), (3), (6), (9), and (13) except that p, would 
be replaced by 1, \ by ’, and uw by pw’. The problem is to deter- 
mine how the equilibrium quantities yu, a;, x, and \ will vary as a 
result of variations in the prices of the services, ;, or in the price 
of the product, p.. 
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Symbolically the problem may be stated as follows:5 

The equilibrium quantities of the services purchased are func- 
tions of the equilibrium total cost, u, and of the prices of the serv- 
ices, pi: 


Go = a;(u, Pr, Pays sey pn) . (14) 


Substituting these functions into (1), we obtain for the equilibri- 
um total output 


x = f(d:, Gr,... +, On) = Xu, Pr, Pr»... +5 Pa). (15) 


Likewise the equilibrium value of \ is a function of these same 
variables, but in addition we know from equation (13) that it is 
always equal to 1/).: 


= Muy Pay Pas +++» Pa) = 5. (16) 

But the equilibrium total cost, y, is itself a function of the prices 
of the services, ~;, and of the product, 9.: 

B= UP, Pry. ++ Pay Pz) - (17) 


The problem is to determine the effects of variations in p,, ., 
. » Pn, and p, on a;, x, and \ when the effect of the resultant 
variation in yu is taken into account. 


IV. SOLUTION 


From equation (14) we obtain for the total differential of a; 


da; da; 0a; 
da; = (3) dp + (55), ae +....+ (Si) dee ° (18) 








‘ . , 0a; 
In this equation the expression (5) measures the effect of a 
i/ wp; 
variation in p; on the equilibrium quantity a; when yp, as well as 
the prices of each of the other services, p;, are held constant.‘ 


Ss For an alternative formulation and solution of the problem see the Appendix. 

6 In this and subsequent equations the subscripts outside the parenthesis indicate 
the variables which are held constant. Of course, the subscript p; does not include 
the particular price p; with respect to which the partial derivative is being taken. 
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What we want to know, however, is the effect of a variation in 
p; on a; when the effect of the resultant variation in yu is taken 
into account. We must therefore analyze the term dy. 

From equation (17) we have 


d, — d 1 eeee d n d se 
P (3 yep ee tee + (55), | dew + (sp), dbo (29) 








Substituting into equation (18) and collecting terms, we obtain 


= dp,| (2% da) (a) | 
om aps (Se) + (58), (Hi)... 


a ee ee eee , 


da; 0a; Ou : (20) 
lias Gz)... (3), i)... 


da; a 
+dp,| 0 +(8), - (i), - 


The first term in each square bracket in (20) represents the 
direct effect of the variation in p; (or pz) on a; when no account 
is taken of the resultant variation in u. The second (product) term 
represents the indirect effect of the variation in p; (or pz) on a; 
through its effect on u. The sum of the two terms therefore repre- 
sents the éofal effect of a variation in p; (or p-) on aj, all other 
prices remaining constant. We shall designate this total effect as 























da; : . ae 

( = ) , the subscripts outside the parenthesis indicating, as 
iy Pi,Pz 

before, that the prices p;(i + j) and p, are held constant, and 

that within the parenthesis indicating that yu is allowed to vary.’ 
The effects of these variations on the equilibrium output x is 


found from (15): 
dx = fda, + fida, +....+fndan. (21) 


7 The definition of direct, indirect, and total effects given here should not be con- 
fused with that given by Professor Schultz in the theory of consumption (see ref- 
erences cited in n. 9). His total effect corresponds to my direct effect, which, if we 
wish, can be further subdivided, as in the theory of consumption (see Eq. [27] and 
[32]). Since in the theory of consumption a fixed budget is assumed, nothing there 
corresponds to my indirect and total effects. 
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For the effects on the marginal productivity, A, we have 
from (16) 


an an an 
= (35),,4¢+ (Spat +--+ (Bp dan dP 


I 
=-——d z) 
pi? 





which can be written in a form analogous to that of (20). 
We proceed now to determine the direct, indirect, and total 
effects of price variations on the equilibrium system. 


A. DIRECT EFFECT OF A VARIATION IN THE PRICE OF A SERVICE 
1. Direct variation of the demands for the services.—Let us first 
determine the direct effects on the demands for the productive 
services and on the marginal productivity \ of the variation in the 
price of the service a,. These, as we have seen, are given by the 
expressions (52*) and (>) , which give the rates of 
op T/ BP op 1/ BP 
change of these quantities with respect to p, when the total cost 
and the prices of all other services are constant. 
The solution is as follows: Differentiate equations (3) and (6a) 
with respect to p,, assuming p, f;(i * 1) constant. We then have 
the following set of simultaneous equations: 








5 


—-¢, = O+ mst St... tte Se, 
Or Oa, set 0a, 
A=- I 12 eee ie ae 
p an +I 9 + fa so + fn 5 

oO = — p. > ha 5 ns >. + * dp, 4 cee + fan 7: ’ (23) 
Oo = — pao M84 pu 24 soot San 5 | 





sufficient to determine the desired unknowns. (For convenience 
the parentheses inclosing the partial derivatives, as well as the 
subscripts outside them, have been omitted.) 
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The determinant of (23) is given by 


° Pi Pa--++Pn 
Pr far firs. ++ fin 
M=-— pz Sia Sas eee - San ° (24) 








Pn Sis fon eee Sua 
Let M;; be the cofactor of the element in the ith row and the jth 
column. In terms of this determinant the solution is then 








(3) _ My Mux (25) 
OP:)upn, %M M’ . 

da; _ —4:M, i+: AM, iss 

(3)... =" (26) 
In general, 

da; ae a;M, i+: AM 541,642 

(3), —_ * = (27) 


measures the direct effect of a variation in p; on the demand for 
the service a;, the total expenditure and the prices of all other 
services remaining constant. 

2. Direct variation of output.—Having obtained the direct effect 
of a service-price-variation on the demand for a service, we may 
readily derive the direct effect on the output of x. From equation 
(1) we have 


Ox = da, da, ina 
(35) “ (3 bis (2)... ila (#)..: — 


which, upon substitution from (6), becomes 








Ox Od, Oa, 
mane = 3s a 
(5). [2 (3). e (Fan (285) 
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But upon generalizing the first of equations (23), or differentiat- 
ing equation (3) with respect to »;, we see that the quantity in 
the square brackets is equal to —a;, so that equation (280) sim- 
plifies into 


a i 


Equation (29) states that the direct effect of a variation in p; 
(total expenditure remaining fixed) on the output x is equal to 
the negative of the marginal productivity of money expenditure 
(the reciprocal of .ne marginal cost) multiplied by the quantity a;. 


B. INDIRECT EFFECT OF A VARIATION IN THE PRICE OF A SERVICE 


We turn now to consider the indirect effect on a; of the varia- 
tion in p; through its effect on the expenditure yu. This indirect 
effect is, as we have seen, the product of the term measuring the 
rate of change of a; with respect to u when the prices of all the 
services are held constant, by the term measuring the rate of 
change of » with respect to ~; when the prices of the other serv- 
ices, ~;, as well as the price of the product, p., are held constant. 
We proceed now to determine the first terms in these products. 

1. Variation of a; with total cost, u.—Differentiate equations (3) 
and (6a) with respect to yu, assuming the prices of all the services 
pi constant. We then have the following set of simultaneous equa- 
tions. 





r= 0 th SE SEH. tS 
o= -p 2 * + fu So tu 5 oe tect fa, 

da; ved dan f (30) 
O= — 5 + fu E + faz + +....+faZ, 

0a, + 0a, 
On — Bag thn ag tlm ag te tng] 
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The determinant of (30) is the same as for (23). We have, there- 





fore, 
(@) --% to 
Ou ~ M 3! 
0a; _ My i+: 
(32 ) = Se. (32) 


Since we are here assuming the prices to be fixed, equation (31) 
gives the rate of change of the marginal productivity of money 
expenditure with respect to the money expenditure, or the second 
derivative of output with respect to cost when the prices of the 
services are fixed. It can be shown that the stability conditions 
given in footnote 4 lead to the inequality M,,/M > o. (In fact, 
this inequality follows immediately if in addition to the condi- 
tions given in that note we make use of those given in footnote 
2.) This condition of decreasing marginal productivity of money 
expenditure is equivalent to the condition of increasing marginal 
cost. It constitutes an important restriction on the production 
function. In particular it excludes the homogeneous production 
function, for the numerator M,, is then equal to zero.® 


8 Where the production function is homogeneous in the first degree, we have 
(a) % = fs + Grfat.... + Onfa. 
Differentiating (a) with respect to a:, we obtain 
fi =fit fut fat ....+Orfm, 
from which. it follows that 
O:f1x + Gafra t+... . + Onfm = 0. 


Differentiation of (a) with respect to each of the other services as well yields the 
following set of equations. 


O:fi1 + Gafra t+ .... + anf = 0, 
(8) O:fr2 + O2fo2+.... + Onfn = 0, 
A:fin + Gafmt+...- + Gnfan = 0. 


The Hessian determinant is 


Su Jur..--Smn 
H= —-My = Sia |e 
Sin Jen. cSun 


[Footnote 8 continued on facing page] 
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The reader who is conversant with the mathematical theory of 
consumer’s demand will immediately recognize that equations 
(23)-(27), as well as (30)—(32), are exactly analogous to those 
used in the theory of consumption to measure the effects of varia- 
tions in price and income on consumer’s demand.? 

But the theory of consumer’s choice ends with these equations, 


The value of a determinant is unchanged if we add to any row or column a multiple 
of any other row or column. Let us, therefore, multiply the first column by a; (in- 
troducing a factor 1/a; on the outside) and add to it the elements in each column i 
multiplied by the corresponding quantity a;. We then have 


> afc Sia see Sm 


I Dd afas er 


z. Gifni San tee «San 








From Eqs. (8) it follows that each of the elements in the first column is zero, so that 
the determinant is also equal to zero. 

It should be emphasized that the homogeneous production function is excluded 
only because of the conditions laid down in n. 4, which assume that the producer 
chooses his u so as to maximize net revenue z, and not because of the conditions 
given in n. 2, which assume total expenditure u to be a constant. Thus, in the theory 
of consumption where a fixed budget is assumed, the utility function may be homo- 
geneous. The resulting demand functions, however, are then of a very special 
nature. 

9 See Henry Schultz, “Interrelations of Demand, Price, and Income,” Journal of 
Political Economy, XLIII (1935), 433-81; The Theory and Measurement of Demand 
(Chicago, 1938), chaps. i and xix. See also J. R. Hicks and R. G. D. Allen, “A Re- 
consideration of the Theory of Value,” Economica, N.S., 1(1934), 52-76 and 196-219; 
Harold Hotelling, “Demand Functions with Limited Budgets,” Econometrica, I11 
(1935), 66-78; R. G. D. Allen, “Professor Slutsky’s Theory of Consumers’ Choice,” 
Review of Economic Studies, III (1936), 120-29, and Mathematical Analysis for Econo- 
mists (London: Macmillan, 1938), pp. 509-17; E. E. Lewis, “Note on Inter-com- 
modity Relationships in Demand,” Review of Economic Studies, V (1937), 53-59- 

As was pointed out in n. 7, we may, as in the theory of consumption, also sub- 
divide the direct effect (given in Eq. [27]) of a variation in p; on a; into two parts: 
(1) that which is due to the apparent change in money expenditure resulting from 
the change in 9; (cf. the first term of Eq. [27] with Eq. [32]); and (2) that which is 
due to the substitution of a; for the other services along the same isoquant (cf. the 
second part of Eq. [27] with the first equation of the set [f] in the Appendix). As 
in the theory of consumption, this substitution effect is symmetric. See Eqs. (&) of 
the Appendix. 
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for the assumption is there made that the consumer’s expenditure 
is fixed regardless of what the prices of the goods may be. As we 
have already emphasized, the theory of producer’s demand differs 
from that of consumer’s demand in that the total expenditure of 
the producer varies as the prices of the services or of the product 
vary. We turn, therefore, to consider the rate of change of the 
total cost with respect to the prices of the services. 

2. Variation of total cost with p;.—Let there be a variation in #;, 
all other prices, p; and p, remaining constant. Since \ = 1/f,, 
and p, is, by assumption, constant, it follows that \ remains un- 
changed by the variation in p;, or, from equation (22), 


Or Or 
hn (3). ae (F). y= 0. (332) 


Likewise equation (19) becomes 


Ou 
dp = (3) dp; , 
“ Op; Pi,Pz Pi 


so that, upon substitution into (33a), we obtain 
On Ou ) (2 ) 
=) = db; ie: ‘ 
(=), (F Pi,Pz bi + OP i) up, pi =0 (33) 


Since, as we have already seen from equation (31), (>) is 
B/ »; 


different from zero (i.e., is negative), or else the stability con- 
ditions will not be satisfied, we may solve equation (33) for 


(34) , thus obtaining 
Pi,Px 
(35, 
9); BP 


Op; 
Ou _ _ \oPi/ up, 
(3 i ON 
On) », 


(34) 


Equation (34) states that the rate of change of total cost with 
respect to p;, keeping all other prices constant, is equal to the neg- 
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ative of the ratio of the rate of change of the marginal produc- 
tivity of money expenditure with respect to p;, keeping wu and p; 
constant, to the rate of change of the marginal productivity of 
money expenditure with respect to uw. Since (?) is negative, it 


Pj 


Ou ‘ , Or 
follows that (34) will have the same sign as (>) : 
Op; Pi,Pz 9p; #,P5 


Substituting for the numerator its value obtained from (25) and 
for the denominator its value obtained from (31), we have 


(% = a;M,, — AM 541, ‘ M = os AM 542.1 ( ) 
OP i) or. M . " a’ ™ 





3. Indirect variation of a; with p;—The indirect effect on the 
quantity of a; demanded of a variation in ~; may now be readily 
obtained. It is given by the product term (see Eqs. [32] and [35]). 








0a; On a | sees AM jas 
($2 ). (%) _ M “ M:, ’ (36) 
These are the product terms in the square brackets of equa- 


tion (20). 

The indirect effect on the marginal productivity \ of a varia- 
tion in p; is simply the negative of the direct effect. For by equa- 
tion (34) the indirect effect is 


_ (or 


Ou 


It follows immediately that the total (direct plus indirect) effect 
of a variation in ~; on \ is equal to zero, a condition which we 
have already set down in equation (33). This simply means that 
so long as pz remains unchanged the equilibrium marginal pro- 
ductivity of money expenditure will likewise remain unchanged. 


C. TOTAL EFFECT OF A VARIATION IN THE PRICE OF A SERVICE 
1. Total variation of the demands for the services.—Having de- 
rived both the direct and the indirect effects of a variation in p; on 
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the quantity a; demanded, we may readily obtain the total effect 
by a simple addition. Designating this total effect by the symbol 





($c) (see p. 768, above) and making use of equations (27) 
iy/ Pi,Pz 
and (36), we have 


(3 ) = (3%) + ($*) ° (3) 
Opi, Pi,Ps OPi/ up; On / », OPi] pip, 














= —@jMyix1 , Missin: » Miiss — AM j+1,1 8 
im 7; + u ~ ue \% M.. (38) 
=} (Metbees — Mi i4:M i513 

MM, , 


By the use of a well-known theorem” in determinants which states 
that 


MijsMir — MiMi; 














M int = VW , (39) 
equation (38) readily reduces to the form 
0a; = NM as 42,641 
(sr)... 7 Mu , ) 
In particular, 
OG, Mae oe. Mee 
Op: My Op, My ( ) 
I 
Oa, oi Mix; Oa, = M x13; ‘ 
0p: Mu’ Op: ~ Mn’ 


From the stability conditions given in footnote (4) we have 


0a; 
(= ) a 


B’ HELP 





1° See Maxime Bocher, Introduciion to Higher Algebra (New York, 1924), corol- 
lary 3, Pp. 33- 
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or the slope of the demand curve for a productive service with respect 
lo its own price is always negative.™ 

Another important conclusion results from these equations. 
Since the determinant M is symmetric, it follows immediately 


that 
aa) _ ( 24; 
iz). (a), as) 


Equation (42) constitutes an empirically verifiable relation between 
the demands for the productive services.” It states that if the producer 
is consistent he acts in such a way that the TOTAL effect of a unit 
change in p; on his demand for a; is the same as the TOTAL effect 
of a unit change in p; on his demand for a;. 

2. Total variation of output.—Having determined the total ef- 
fects of a service-price-variation on the quantities of the various 





™ It should again be emphasized that this condition follows from the fact that 
no fixed expenditure is assumed in the theory of production. In the theory of con- 
sumption where a fixed budget is assumed, the demand curve for “inferior goods” 
may be positively inclined. 

This condition, together with the one given in Eq. 42, as well as some secondary 
inequalities which the demand and supply functions must satisfy were first deduced 
by Professor Harold Hotelling in his paper, “Edgeworth’s Taxation Paradox and 
the Nature of Demand and Supply Functions,” Journal of Political Economy, Vol. 
XL (1932). 

™ Perhaps a further word should be added here on the relationship of the theory 
of production to that of consumption. In the theory of consumption, as is well 
known, there exists a symmetry of substitution between consumers’ goods; i.e., 
the substitution of a good i for the other goods, resulting from a change in the price 
of j, is the same as the substitution of j resulting from a change in the price of 7. But 
this substitution effect is measured along the initial indifference curve, i.e., it in- 
volves a change in the money income to offset the change in the real income result- 
ing from the price change. When account is taken of the fact that the consumer’s 
budget is fixed, this symmetry in the effects of price changes on the demands for 
consumers’ goods is destroyed. 

As was pointed out in n, 9, and as is shown in Eqs. (&) of the Appendix, the sym- 
metry of substitution exists for productive services as well as for consumers’ goods. 
But in the theory of production we remove in the end the assumption of a fixed ex- 
penditure. We therefore obtain not only symmetry of substitution but also sym- 
metry in the total variations in the demands for the productive services. This is 


given by Eq. (42). 








‘ 
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productive services demanded, we may readily obtain the total 
effect on the output of x. From equation (1) we have 


Ox Od; 0a, 
(a), Pz ~ f (or), Pz i (a), Pz 


teeth (Se) | - 














Again making use of the equilibrium conditions (6), equation (43) 
may be re-written as 


Ox 0a, da, \ 
=A Y & or smey 2 
(a). [> e.. *# (si). 


eer ( de | - 


Now differentiate equation (3) with respect to ~;, allowing yu to 
vary. Then, 


Ou po Od, 0a, 
(se) - %i + Ps (st). + Pe (). Pr | 


(45) 
tota(e) | 




















Substituting into equation (44), we obtain 


Ox a On _— 
(ae), Pr a (5). | (4) 


or, upon substitution from equations (35), (31), and (32), 


(5) 
Ou Pj 


ea. =)? (2). . (47) 


Ou 





Since (>) is negative (from the stability conditions), it fol- 
B/ », 


7 
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Ox , : . 04a; 
lows that ( ) will be of opposite sign to that of (52) ? 
Opi, Pi,Pz sll - Ou / »; 


In other words, if an increase in the total money expenditure (the 
prices of all services being constant) leads to an increase (or de- 
crease) in the quantity demanded of the productive service a;, 
then an increase in p; will lead to a decrease (or increase) in the 
total output. 


D. EFFECT OF A VARIATION IN THE PRICE OF THE PRODUCT 


1. Variation of the demand for the services.—As we saw in equa- 
tion (20), a variation in the price of the product, #., affects the 
demands for the services only indirectly through its effect on the 


total cost, pu: 
0a; 0a; Ou ) 
= . ; 8 
i). (F ), Os Pi (48) 


The first factor in the product term we have already found in 
equation (32). We need therefore determine only the second fac- 











tor, (34) . This may be found in a manner analogous to that 
2/ P; 


used in determining a) . Thus, if in equation (22) we put 
Pi,Pz 


i 


dp. =.... = dpp=.... = dp,=o, 
we obtain 
Or I 
an = (3) du = - Zap. (49a) 


Likewise equation (19) becomes 


= (2H 
aati (5p.),, db 





which, upon substitution into (49a), gives 


Or Ou I 
= 2=—adp.. b 
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Solving this equation, and recalling that from equation (13) 
\ = 1/p., we obtain 





(#),- ” (®. " @) (50) 


*\ ou Ou 


The effect of a variation in p, on the demand for a; is, therefore, 
from equation (48) 





0a; 
-»(52*) 
(2) = Op Pj 
Pi 


Interchanging a; for a; and comparing with equation (47), we de- 
rive the interesting relationship 


Ox 0a; 
(ar). cele (sp), (52) 


Equation (52) states that the total effect on output of a variation 
in p;, all other prices remaining constant, is equal to the negative 
of the effect of a variation in p, on the quantity a; demanded. This is 
an empirically verifiable relationship between the supply of the 
product and the demand for the productive services. 

2. Variation of output.—To determine the effect of a variation 
in the price of the product, the prices of all services remaining 
constant,’’ we make use of a procedure analogous to that em- 
ployed in sections A, 2, and C, 2, above. From equation (1) we 
have 




















(35), “- (a), bia (a), ae (ape), ” 


3 This may be looked upon as the derivative of the “classical” supply function. 




















PRODUCTION, PRICE, AND DERIVED DEMAND 781 


which, upon substitution from equation (6), becomes 


Ox Oa; 0a, 
= r I 2 
ae). E (t), * , (a). | 


toto (Se) J] we 


By the use of equation (48) this becomes 


(sre), ~® Cap) (Se), + & FF), 
+....4% (3) ].] 


But by the first equation of (30) the sum of the quantities in the 
square brackets is equal to unity, so that 


(5), = hn (56 


Equation (56) states that the rate of change of output with 
respect to the price of the product is equal to the marginal pro- 
ductivity of money expenditure multiplied by the rate of change 
of total expenditure with respect to the price of the product. 
From equation (50) and the conditions of stability it follows that 
(3) is greater than zero, so that the “classical’”’ supply curve 

=, Py 
is positively inclined. 

Equation (54) can be made to yield another very significant 
condition on the supply of the product. Making use of equation 
(52), equation (54) may be written as 


Ox Ox Ox 
(oe), pad [? (x), “= (i), | 


+... (5) J] “a 

















(55) 
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which, when converted into elasticities, becomes 
- tan ~ Ve + Nzp, + seer + Nzpy, + (58) 


This equation states that the sum of the elasticities of output 
with respect to each of the prices of the productive services is 
equal to the negative of the elasticity of output with respect to 
the price of the product." 


Vv. CONCLUSIONS 


In this paper we have developed the interrelations of produc- 
tion, price, and derived demand in such a way as to show the 
relation to the mathematical theory of consumers’ choice."* We 
have seen that the basic difference between the theory of con- 
sumption and the theory of production is that in the latter we do 
not assume a fixed budget. We have then shown how the total 
variation in the demand for a productive service can be sub- 
divided into two parts: (1) the direct effect, due to a change in 
the price of a service when no account is taken of the resultant 
variation in the total cost, u; and (2) the indirect effect, due to 
the resultant variation in p. 

The more important conclusions which emerge from this study 
are as follows: 

1. The slope of the individual producer’s demand curve for a 
productive service with respect to its own price is always nega- 

4 Equation (58) is analogous in form to the relationship existing in the theory 
of consumers’ choice between the income elasticity of demand for a good and the 
sum of the price elasticities of demand for that good. See Henry Schultz, “Interre- 
lations of Demand, Price, and Income,” Journal of Political Economy, XLIII, 
458, n. 27. 

8 For other studies of the supply functions and of the demand functions for pro- 
ducers’ goods the reader may be referred to the following works: Harold Hotelling, 
“‘Edgeworth’s Taxation Paradox and the Nature of Demand and Supply Functions,” 
Journal of Political Economy, Vol. XL (1932), esp. pp. 590-98, and “Demand Func- 
tions with Limited Budgets,” op. cit., pp. 66 ff.; J. R. Hicks, Théorie mathématique 
de la valeur en régime de libre concurrence, No. 580 of the “Actualités scientifiques et 
industrielles” (Paris: Hermann et Cie, 1937), pp. 33-49; R. G. D. Allen, Mathemati- 
cal Analysis for Economists, pp. 369-74 and 505-9; Heinrich von Stackelberg, ‘‘Ange- 
bot und Nachfrage in der Produktionswirtschaft,” Archiv fiir mathematische Wirt- 
schafts und Sosialforschung, IV, Heft 2 (1938), 73-99. 
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tive. This is in contrast to the demand curve for consumers’ 
goods, which may sometimes be positively inclined. 

2. The slope of the individual producer’s supply curve with 
respect to the price of the product is always positive. 

3. The total variation in the demand for one service resulting 
from a change in the price of a second service is equal to the total 
variation in the demand for the second service resulting from a 
change in the price of the first. 

4. The substitution (along the same isoquant) of a service a; for 
other services, which results from a change in /;, is equal to the 
substitution of a; resulting from a change in p;. This symmetry 
also exists in the theory of consumers’ choice. 

5. The total effect on output of a variation in the price of a 
service p; is equal to the negative of the effect of a variation in 
the price of the product, »., on the demand for the service, a;. 

6. The sum of the elasticities of output with respect to each 
of the prices of the productive services is equal to the negative of 
the elasticity of output with respect to the price of the product 
(the “elasticity of supply”). This relationship is analogous in form 
to that which exists in the theory of consumers’ choice between 
the income elasticity of demand for a good and the sum of the 
price elasticities of demand for that good. 


APPENDIX 


AN ALTERNATIVE FORMULATION AND SOLUTION OF 
THE’ PROBLEM OF DERIVED DEMAND 


The problem of the demand for productive services would take 
on a form somewhat different from the one we have given it in 
this article if, instead of making the assumption as in condition 
(4), page 763, that the producer attempts to maximize his output 
corresponding to any given cost, we had made the equivalent 
assumption that he attempts to minimize his total cost corre- 
sponding to any given output. We would then have 


(a) (a:p: + arpa +... . + Gnfn) — Alf(as, a2, ...., Gn)] = min, 
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the solution to which is given by 


(0) oP aofet. 


Pato ....-F 


Comparing with equation (6b), we see that A, = 1/\X, or A, is 
the marginal cost of production. In this formulation of the prob- 
lem the equilibrium quantities u, a;, and \, are functions of the 
services and of the equilibrium output x, or 


B =p (zx, Pr, Pay ++ -+- pn); 
(c) ai = a;(x, pr; pr, re | Pn) , 
Ay = Ax (x, pr, pr, eeeey Pn) ° 


But, as we have seen from equation (11), the equilibrium output 
is itself determined at the point where the marginal cost is equal 
to the price of the product, so that we have 


(d) i = pz 
and 
(e) z= x(p:, pa, ce eey Pn; pz) ° 


These equations correspond exactly to equations (14)—(17) (cf. 
p. 767, above) and give rise to the exactly analogous problem of 
determining the effects of variations in p; and pf, on p, a;, and A, 
when the effect of the resultant variation in x is taken into ac- 
count. The solution can be carried through in either form, and 
the transition from one to the other is simple. 

It may be well to state here the results without developing the 
proofs. As in equation (20) we may again divide the effoct of a 
variation in ~; on the equilibrium quantities into a direct effect 
and an indirect effect. But now the direct effect, which we may 

° 0a; 
designate as (5 
no account is taken of the resultant variation in the output x; 
i.e., it measures the substitution of a; for the other services along 


) , measures the variation of a; with p; when 
Py 
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the same isoquant.” The indirect effect, which is given by 


F) . $F) . measures the change in a; with a variation in 
p; through its effect on the total output. The sum of the two rep- 
resents the total effect of a variation in p;. It is obvious from 
these considerations that the total effect as defined here must be 
equal to the total effect as defined in equation (20) and section 
IV, C. The final results are as follows: 

For the direct effects we have (cf. Eqs. [25]-[27], [31], [32], 


and [29]) 


0a; — M 541,641 oe da; 0a; 
(5). 7 A: M 7 (3) t “ (5 ), , 
Or, M j4s3 — on ; On 
M 4 ) sn “ee [a al (sac 


se | ——— ($=) 
(t= =P i , Op; am 


For the variation of the equilibrium quantities with output we 
have (cf. Eqs. [31] and [32]) 


( 0a; -_ My, 41 oa ‘Aa; 
(SE) =% M eas fe). 


On, Mi or Or, 
wo = x = —ir} — = A; — , 
(g) < (3 ), M (>), (3 ). 


Ou _ = I 
(2),.“* "8" 7 














\ 


The variation of output with respect to ; is given by 


- (™) 
0p; a M jas. 


#) (Fieve ¥ @) ae 





6 An isoquant corresponds to an indifference curve in the theory of consumption. 
It is the locus of all points for which the output is a constant x = &, i.e., all points 
on the isoquant represent combinations of productive services which yield the same 
output. 
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The indirect variation of the equilibrium quantities with ; is 
therefore given by 


(5) E (=) Soult ae My 4:M jus. 
Ox Py Op; Pi,Pz 7 AMM, ; 
= On, Ox a M ja21 

() (2 ), (=)... ji ne i 


(% (= wo — Mies 
dx Pj Op; MP, AM © 


Combining equations (f) with equations (7), we have for the total 
effect of a variation in ); 


( 0a; ) oe (Meets Be te) I Maz, 541,641 
Pi,Pz 

















Op;,/,,. ™\ M MM, } & My ’ 
. Or, = M ja: =. M ins. — 
Gi) (a), a 





i) =~ =i 
Oj, PiPr - , Mi, ; 


These equations verify the findings with respect to the total ef- 
fects of a price variation presented in section IV. (Cf. Eqs. [38]- 
[40], [33], and [35].) They permit us to consider the effects of 
price changes on the demands for productive services as consist- 
ing of two parts, one of which is due to the fact that price changes 
bring about a substitution of one service for another at any given 
output, i.e., along the given isoquant, and the other to the fact 
that the price change leads to a changed output. From the sym- 
metry of the determinant M it follows that all three effects—direct, 
indirect, and total—of price variations on the demands for the services 
are symmetric, i.e., 


3), 
Opi) 2,2; iy Opi pj 
(0) (2) = (22) . (2) 
(k) Ox ), 9 ~ \ Ox ). Opi PjPs ’ 


(37) 38,~ (en) 
Op;,);2% \opi,/i 5. 
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To obtain the effects of a variation in the price of the product 
on the equilibrium quantities, we make use of the following equa- 
tions. 














(2) 4 








Ox ie M, i+: 
Ox ]p,\Opz/p, MMun’ 


(> a ( (2 = 
=), a Ox ), x), me 


These equations verify the results obtained in section IV, D. 

In a discussion on the subject of this article at the University 
of Chicago, Messrs. R. G. D. Allen and Paul Samuelson suggested 
that it was more in line with the classical treatment of production 
to formulate the problem in the manner I have outlined in this 
Appendix. In some respects it is also a somewhat simpler treat- 
ment. I have chosen the other form because it shows more clearly 
the relationship of the theory of production to the mathematical 
theory of consumers’ demand. 


Q|Q 
S/o 
w le 
= 
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COLLECTIVE WAGE-MAKING IN SWEDEN" 


PAUL H. NORGREN 
Worcester Polytechnic Institute, Worcester, Massachusetts 


I. SURVEY OF THE BARGAINING SYSTEM 


WEDEN has an unusually highly developed system of in- 
dustrial relations. Collective bargaining as a means of set- 
tling differences between organized workers and employers 

has been evolving steadily there for more than fifty years; and, 
just as steadily, its use has been increasing. At the present time 
it is the accepted practice throughout the country’s entire eco- 
nomic structure, not only for wage-earners, but for most other 
classes of employed persons as well. 

The system is not simple in its makeup. The very fact of its 
wide coverage necessitates a multiplicity of parts, with wide dif- 
ferences in the degree of their interrelation. Its salient features 
may, however, be set forth in fairly brief space. More than 80 
per cent of the country’s industrial wage-earners are organized, 
mainly in national unions, each of which covers one or more entire 
industries.? Industrial unionism (i.e., all workers in a given plant 
or industry organized in the same union) is by far the predominant 
form of organization. A large majority of the employers are also 
organized into bargaining associations by industries, and in most 
cases the terms of employment settled upon between them and the 
unions establish the norms for plants outside of as well as within 
the given employer group. 

The framework of the bargaining system consists of a number 

* The following trade-union and employers-association officials have been espe- 
cially helpful in supplying information for this paper: Herr Albin Lind, editor of the 
weekly journal of the Swedish Federation of Trade Unions; Herr Knut Larsson, 
secretary of the Swedish Woodworkers’ Union; and Hrr. Gustaf Séderlund and 
Frithiof Séderbiick, directors, respectively, of the Swedish Employers’ Federation 
and of its “general branch.” 

? The unorganized workers consist mainly of women in the textile and clothing 
industries. If these are left out of the reckoning, the proportion organized is well 


over go per cent (data from the membership statistics of the Swedish Federation of 
Trade Unions and the official industrial statistics of the Swedish government). 
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of national collective agreements, in which the basic conditions of 
work and payment, as agreed upon between the parties through 
collective negotiation, are contained. Each of the thirty-one em- 
ployers’ associations of country-wide scope concludes such an 
agreement with the corresponding national union. The cove- 
nants are therefore essentially sets of standards, uniform through- 
out each industry. 

With respect to general working conditions (as distinguished 
from the terms of payment for work), the standardization is not 
confined within the limits of particular industries. Many of the 
provisions relating to this phase of the labor bargain are either 
identical or closely similar in practically all agreements, thus con- 
stituting, in effect, standards or norms for the country’s industry 
as a whole. Prominent among these “universal” provisions are 
those relating to hiring and dismissal, the right to organize, hours 
of work, holidays, vacations, sympathetic stoppages, and the set- 
tlement of interpretational disputes. 

But although the bargaining institution is essentially construct- 
ed of rules, the implementing machinery which drives it is like- 
wise a highly essential part of the whole organism. This machin- 
ery consists mainly of well-tried methods of negotiation, inter- 
pretation, and enforcement, by means of which the agreements are 
made and applied; and of supplementary devices for settling ques- 
tions not adequately covered in the agreements. Even here writ- 
ten rules play a not inconsiderable role, for the setting-up of the 
adjustment apparatus is usually provided for in the contracts. It 
is a subordinate role, however—the actual methods of operation 
being determined by custom or by the exigencies of the moment. 

The system of rules is, on the whole, predominant over the ad- 
justment machinery. The Swedes are a methodical and formality- 
loving people, who prefer to behave according to well-defined pre- 
cepts—albeit they like to have a hand in determining what these 
precepts shall be. In general, it may be said that all practices 
which both sides thoroughly acquiesce in, and which can be defi- 
nitely and clearly stated, are reduced to rules, while doubtful 
questions are left to be settled by negotiation as circumstances 
bring them up. 
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Il. COLLECTIVE TIME RATES 


Important though the establishment of standard working con- 
ditions may be, the principal function of collective bargaining in 
Sweden is the determination of wages. Moreover, the terms of 
the wage contract as embodied in Swedish agreements are of espe- 
cial interest to the student of American labor relations, since they 
represent at least partial solutions to problems with which we are 
just beginning to cope. In the first place, wage agreements are 
in force in every sphere of economic activity, from agriculture to 
banking. In the United States, collective contracts, of whatever 
kind, are practically nonexistent in many fields of enterprise. 
Second, most of the wage provisions and rates of payment in 
Sweden apply to entire industries, whereas in this country they 
rarely extend beyond the individual concern or locality. And, 
finally, the Swedish wage system takes definite and significant ac- 
count of the wage-earner’s needs as a consumer—a criterion which 
enters into wage-making in America only to a minor degree. 

In the present discussion we shall confine ourselves to the fabri- 
cation industries (i.e., manufacturing and construction), since it 
is mainly here that wages, in the narrow sense of payment by the 
hour or piece, constitute a predominant part of costs. 

In the United States, where competition among the sellers is 
still the rule in the labor market, the chief ultimate determinant 
of wages is the quantity of product or service produced by the 
individual workman. In Sweden, too (and despite the fact that 
wages are collectively rather than competitively determined), the 
worker’s productivity is given the preponderance of emphasis; 
but it is by no means the only thing that counts. The cost of pro- 
viding himself and his family with the means of subsistence also 
enters into the reckoning—and to a substantial degree. 

Hourly rates (tidléner) usually constitute the basic wage de- 
terminants. Practically all the national agreements in the sphere 
of fabrication contain schedules specifying one or more such rates 
for each category of workers. True, the basis on which most wage 
payments are computed is the amount of work done rather than 
the time spent; but the time rates establish definite minimums for 


3 Mining and logging may also be included in this category. 
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piecework earnings. Moreover, the latter are customarily linked 
up with the time rates through a clause to the effect that the 
hourly wage earned on piecework shall, for an “average compe- 
tent worker,” exceed the minimum or time rate by a certain 
amount or percentage. 

One factor frequently considered in fixing time rates is a com- 
bination of age and experience. Most commonly this basis is 
used to segregate the workers into two classes, the usual dividing 
line as regards age and time spent at the trade being twenty to 
twenty-one and three to four years, respectively. In iron and 
steel, machinery, and a number of other industries where long 
training is required for certain jobs or operations, workers over 
twenty-four and with more than six (or seven) years’ experience 
constitute a third class, with a higher time-rate level. 

Even more common, however, and considerably more signifi- 
cant, is the practice of grading workers according to the degree of 
skill required in their respective trades or occupations. Thus, the 
agreement for the state-owned railroad shops specifies three time- 
rate grades, the first including all skilled workers who have not 
completed their apprenticeship, and all unskilled laborers; the 
second, such “medium-skill’”’ workmen as drill hands, automatic 
lathe operators, timbermen, and spray-gun painters; and the 
third, all the more highly skilled—e.g., forgers, tool-makers, tin- 
smiths, molders, electricians, and carpenters. The time-rate dif- 
ferentials between these three grades average approximately 6 per 
cent. 

Some such arrangement as this is obviously necessary when 
workers in many different occupations, requiring varying degrees 
of skill, belong to the same union and have their wages regulated 
in the same contract. In a sense the wage grades are quasi-craft 
bodies within the industrial unions, but their resemblance to the 
traditional craft union is mainly superficial, not only because sev- 
eral trades are lumped together in the same grade, but also be- 
cause they exist solely for wage-making purposes. 

Thirty years ago, when the question of changing the structure 
of Swedish unions from the craft to the industrial form was first 
being debated, the skilled workers raised the same objection that 
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many of our American craft unionists are raising today, namely, 
that the unskilled, by virtue of superior numbers, would be able 
to command higher wages at their expense. Nor were their fears 
entirely unfounded. The difference between the hourly rates of 
highly skilled workers and those of day laborers is considerably 
smaller today than it was when the former were still organized by 
crafts. But, as the foregoing example indicates, it has by no means 
disappeared. Moreover, it must be remembered that the higher 
time rate assigned to a worker in one of the upper grades is mere- 
ly intended to compensate him as a “member” of one or another of 
the occupations included in that grade. His capability in this oc- 
cupation is also taken account of, but in a different way; for his 
actual pay is based on the amount of his output, and not (except 
indirectly) on his time rate. Thus, the earnings of a competent 
and industrious electrician may be 50 per cent or more, rather 
than a mere 12 per cent, above those of an average ashman or 
sweeper. 

It should be noted in this connection that the superiority of the 
industrial over the craft union as a bargaining agency is now gen- 
erally recognized in Sweden, by both employers and workers. 
Even the carpenters and bricklayers, despite the fact that their 
organizations still retain the craft form, have their wages regu- 
lated in common with the building laborers under the building- 
trades national agreement. 


Ill. THE PIECEWORK SYSTEM 


While the mimimum permissible amounts of hourly wages are 
defined in terms of rates per hour, actual wage payments in most 
industries are, as has been intimated, based on the amount of 
work done. In the strictly production industries—lgging, min- 
ing, and manufacturing—every type of work that can possibly be 
adapted to it is paid for in this way. Even in building construc- 
tion, traditionally a time-work industry, payment according to 
results is very widely used. 

It may seem strange that piecework should predominate in a 
country with such a strongly organized labor force, for trade- 
unions do not usually favor this method of reckoning wages. The 
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explanation lies, in part at least, in the fact that the Swedish piece- 
work system has been built up within the framework of the bar- 
gaining institution; in other words, that the workers themselves 
have had a hand in its development and application. 

The present system dates from the opening decade of the cen- 
tury, when the first collective agreements of country-wide scope 
were concluded between the newly formed employers’ organiza- 
tions and the national unions in most of the principal fabrication 
industries, including iron and steel, machinery, sawmills, building 
construction, and shoe manufacturing. The debate over the wage- 
reckoning question was marked by much bitter wrangling across 
the conference table, and numerous open conflicts; but it was 
finally settled by the employers agreeing to discard certain of the 
then e.:isting piecework practices which the workers found objec- 
tionable, and obtaining in return their voluntary acceptance of 
the piecework principle. The compromises were effected in vari- 
ous ways, but in most cases they centered around two principal 
points, to wit: according the workers a voice in the setting of 
tates, and giving them some measure of insurance against arbi- 
trary reductions. For example, the western section of the Ma- 
chine-Makers’ Association (Verkstadsféreningen) agreed to the 
inclusion of the following provisions in its contract with the mold- 
ers of Gothenburg, concluded in the summer of 1903: 

The piecework price shall be determined, wherever possible, by agreement 
between the worker and his superior, before the work is started; and shall be 
so calculated as to make it possible for the worker to earn an “overage” 
[dverskott] of at least 25 per cent above the wage he would receive if he were 
on time work. Piece rates shall on no condition be set lower than the level 
which corresponds to the worker’s time-rate earnings.‘ 


In a number of other industries—notably iron and steel, print- 
ing, textiles, and shoe manufacturing—the compromise consisted 
in establishing “fixed’’ rate schedules, arrived at through central 
negotiations and applicable during the life of the main agreement. 
Long-term price lists, centrally determined, were the most logical 


4G. Styrman, Verkstadsfireningen (Stockholm, 1937), p. 103. A similar ar- 
rangement was incorporated in the machinery trades national agreement, con- 
cluded in 1905. 
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solution in these industries, owing to the relatively high degree 
of uniformity of their products, both over time and from plant to 
plant. In the machinery trades, on the other hand, the extreme 
heterogeneity of the product made such an arrangement practi- 
cally impossible. 

Of the major industries, machinery was the only one in which 
the guaranty of time-rate earnings on all piecework was estab- 
lished. A modified form of this device was, however, adopted in 
a number of other manufacturing lines whereby the workers were 
guaranteed their time rate on piecework not covered by fixed 
rate schedules—such as for new kinds of work, or when new 
methods or machines were introduced. 

The efficacy of compromise in settling labor disputes was amply 
demonstrated in this episode. The introduction of bilateral rate- 
setting and the guaranty feature afforded the workers for the first 
time a real and dependable incentive to work harder. Moreover 
the increased use of piecework enabled the employers to cut down 
on supervision, which not only reduced their costs but also im- 
proved the “shop spirit,” for Swedish wage-earners have a strong 
dislike for authority, and much prefer driving themselves to being 
driven by bosses. And, finally, when the new arrangement had 
once been given a reasonable trial in two or three industries, it be- 
came apparent that piece scales were no more difficult to adjust 
through collective bargaining than were hourly wages. 

Four fairly distinct methods of determining piece wages are to 
be found in the national agreements. The simplest form specifies 
a certain price per piece or unit of product turned out by the in- 
dividual worker, and is not essentially different from “ordinary 
piecework”’ as we know it in the United States. Weavers are paid 
so many 6re per meter for each kind and width of cloth, iron min- 
ers so many kronor per ton of ore, wood-cutters so much per unit 
volume, etc. What chiefly distinguishes the Swedish practice is 
the fact that the rates are fixed by agreement and for relatively 
long periods of time. 

Closely ailied to this is the group system, by which all the work- 
ers engaged in making the product as a team are paid on the basis 
of a “lump”’ rate for the entire process, and the proceeds divided 
up among the individual members of the team according to some 
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prescribed set of percentages. The lists containing these rates and 
percentages are usually drawn up through negotiation between 
the local union and the individual employer, although the deci- 
sions reached at the national conferences determine, in most cases, 
what rates the local negotiators are to agree on. This method is 
predominant in the sawmill industry, in iron and steel, and in 
glassware manufacturing. 

Fixed rate schedules are also used in the construction industry, 
but here a more elaborate procedure must be gone through in de- 
termining the amount of wages to be paid. The lists specify the 
price per unit volume excavated, per unit area of structure erect- 
ed, etc., but the magnitude of each kind of work on a given piece 
of construction cannot ordinarily be ascertained from the super- 
ficial data available at the start. Resort is therefore had to expert 
estimators, who “measure” the amount of work done. Both the 
unions and the contractors’ associations employ such estimators, 
and any differences in their respective appraisals are ironed out 
through negotiation and compromise. The piece-rate lists in the 
Swedish building industry are undoubtedly among the most elabo- 
rate and thoroughgoing productivity wage schedules to be found 
anywhere. In the carpenters’ lists, for instance, prices are given 
for nearly twenty-five hundred operations. Nevertheless, the 
method is a difficult one to apply in this industry, mainly because 
no two pieces of construction work are ever exactly alike. 

The fourth method of determining piece wages is found chiefly 
in the machinery industry. In the majority of Swedish machinery 
plants the product manufactured is so diversified and so shifting 
that it is impracticable (according to the employers, at any rate) 
to establish permanent or semipermanent piece scales. The great 
bulk of the rates used in this industry are, therefore, “temporary” 
(tillfalliga)—i.e., a new rate is set each time a new job (machine 
part, operation, etc.) is begun. The machinery-trades national 
agreement specifies that such rates “shall be determined through 
free negotiation between the employer or his representative and 
the individual worker or workers to whom the work is proffered,” 
and that “‘agreement shall be reached before the work is begun.” 
In practice, however, a trained rate-setter or “time-study engi- 
neer” determines what the price is to be; the worker practically 
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always accepts it—tentatively, at least—and goes ahead with the 
work. If he is dissatisfied with the rate given him, he brings his 
complaint to the rate-setter or to his foreman, but not until the 
job is completed. If they fail to reach an agreement, the dispute 
is referred to successively higher authorities for settlement: first 
to the heads of the shop union (verkstadsklubb) and the manage- 
ment; then to the central workers’ and employers’ organizations; 
and, finally, to the National Labor Court in Stockholm. 

There is a good deal of bad blood between the Machine-Makers’ 
Association and the Metal Workers’ Union over these temporary 
piece rates. The union leaders maintain that in many cases the 
product of a particular factory—e.g., a typewriter or bicycle 
plant—is not diverse and shifting but highly uniform and stabi- 
lized; and that, consequently, fixed schedules could and should 
be adopted in such places. It is, indeed, fairly apparent that the 
employers’ main reason for holding to the temporary-rate device 
is not diversity in production but something quite different. It 
permits them to deal, in the first instance, not with the union but 
with the individual workman, and hence gives them a certain 
bargaining advantage. The agreement negotiations in the fall of 
1937 resulted in some modification in the direction of more fixed 
schedules, but the question is still far from being settled. 


IV. COST-OF-LIVING DIFFERENTIALS 

The worker’s status as a consumer is taken account of in Swed- 
ish wage-making procedure through the so-called dyrortsgrupper- 
ing, or cost-of-living-differential device. This practice consists in 
establishing graduated scales of hourly time rates, proportioned 
to the differences in living costs from place to place, or from 
region to region. It is a consequence of the relatively high prices 
which have prevailed for many years in the larger cities as com- 
pared with rural areas, and in the northern as compared with the 
southern provinces. The practice is as old as the national agree- 
ment itself. It was first introduced as part of the state mediators’ 
compromise plan in the machinery trades conflict in 1903, and 
was incorporated in the first national covenant for that industry, 
signed two years later. At the present time it is an integral part 
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of the wage structure in all industries which are not confined with- 
in a single uniform-cost area. 

The basis of the cost-of-living differentials is the State Social 
Board’s classification, in which the thirty-five-hundred-odd com- 
munities in the kingdom are divided into seven groups, with 
approximately equal differences in living costs between each suc- 
cessive pair of groups. The “cost index” of the highest group lies 
about 50 per cent above that of the lowest. The “total spread”’ 
in the wage-rate scales, allowing for the comparative scattering of 
the several industries, is somewhat less than this. 

Piece rates are also affected by this scheme, since, as already 
noted, they are usually built up from the time rates as a basis. 
It might be expected, therefore, that actual earnings as well as 
wage rates would vary fairly closely with living costs from one 
locality group to another. The official government statistics show 
that this is, in fact, the case.’ 


V. WAGE-MAKING POLICIES 


The foregoing discussion of the principal wage criteria used in 
Sweden naturally raises the question as to the respective parts 
played by the unions and the employers’ organizations in estab- 
lishing them. In most cases they are the result of several decades 
of negotiation and compromise, and for this reason it is often 
difficult to ascertain whether, in any given instance, the one or 
the other side has been the aggressor. One or two general policies 
may, however, be singled out. 

We have already seen that the present piece-rate system came 
into existence chiefly through employer initiative. The same may 
be said of the classification of workers for wage-making purposes 
according to age and experience. From the very start the em- 
ployers held to the view that time rates should be based primarily 
on the skill and ability of each individual worker. But the unions 
were very decided in their opposition to this idea; and in the end 
the employers had no choice but to make some sort of concession. 
The age and experience clauses were, in large part, the result of 
this compromise. The practice of ranking workers of different 


5 See Lénestatistisk A rsbok, 1936 (Socialstyrelsen), p. 70. 
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occupations in successive wage grades is quite as definitely trace- 
able to union initiative. Without it, it is doubtful if the more 
highly skilled workers would have been willing to relinquish their 
craft organizations in favor of industrial unionisra. 

As to the cost-of-living differentials, the available evidence 
indicates that there has never been anything approaching una- 
nimity of sentiment—either pro or con—on either side. With the 
advent of the national agreements it was apparently accepted 
as a matter of course that allowances would have to be made, in 
one way or another, for a factor as real and definite as geographi- 
cal variations in the prices of necessities. 

But these questions, however vital in the past, are of only 
secondary importance today, for the classifications and rate dif- 
ferentials are by now practically permanent features of the agree- 
ment structure. There are, however, certain union and employer 
policies regarding the general level of wages to be striven for 
which still play an active part in the bargaining process. 

On the worker side, two distinct and to some extent opposing 
views are prevalent. The national unions in most of the industries 
manufacturing uniform competitive products follow what may 
be called the “leveling” principle (mivelleringsprincipen). The 
central aim of this policy is to make wage rates for similar work 
and like age and experience classes the same in all plants through- 
out a given industry (apart, of course, from the cost-of-living 
gradations). As far as it affects the nationally organized enter- 
prises in these industries the issue is only a nominal one, because 
the members of the employers’ associations are themselves strong- 
ly in favor of uniform rates. In the relations between the unions 
and the unorganized employers, however, the leveling principle 
takes on considerable significance, since by demanding that all 
these latter pay the “national agreement rate’’ the unions are 
enabled to eliminate all possibilities of nibbling at wages. 

Under the rules of the Swedish Employers’ Federation, by 
which most of the country’s organized manufacturing enterprises 
are governed, each member of a constituent employers’ associa- 
tion must pay dues and insurance fees totaling approximately one 
ére per hour for each worker in his employ. If the unorganized 
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employers (usually small-scale producers operating on narrow 
margins of profit) accept the national agreement rate and re- 
main outside the S.E.F., their total] wage cost per worker is, there- 
fore, about 1 per cent less than that of the organized employers in 
the same line. They can scarcely fail to see the wisdom of choos- 
ing this course, since if they try to pay any less, the powerful na- 
tional unions can effectively (and for most purposes permanent- 
ly) shut off their labor supply. 

In certain industries where there is little direct competition 
the unions adhere to a policy of “maximization”—i.e., they try 
to secure the highest wage which the relative bargaining strength 
of the parties and the employer’s cost-profit situation will allow. 
Machinery manufacturing, the most important of these, is in 
reality not a single industry at all, but a conglomerate of com- 
paratively noncompeting industries, ranging all the way from 
watch-making to shipbulding, with only a relatively few enter- 
prises in each line. In consequence, the nature of the work also 
varies greatly from plant to plant, and it becomes impracticable 
to try to establish uniform wage scales on a national basis. 

Maximizing is also practiced by the Railroad Workers’ Union 
in their dealings with the private railway companies. Here the 
geographical factor enters in, in addition to employer efficiency, 
for each company operates in its own exclusive territory, and 
competition is almost nonexistent. The application of the prin- 
ciple is most strikingly demonstrated, however, in the iron-ore 
industry. The average wage in the export mines of northern 
Norrland is nearly three times as high as that paid in the mines 
of middle Sweden, which supply the domestic iron and steel in- 
dustry. The larger part of this disparity is accounted for by the 
great difference in the richness of the ore, but it is also due in 
part to differences in the cost of living, and to the fact that many 
iron-miners are unwilling to put up with the rigors of the Arctic 
winter, even at considerably higher real wages. 

The organized employers also have a number of fairly well- 
defined wage-making policies. They are, of course, primarily 
interested in keeping wages at the lowest level that is consistent 
with productive efficiency, and in general the methods which 
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they use in pursuing this objective do not differ greatly from 
those followed by organized businessmen in the larger indusirial 
countries. In one respect, however, they have made a rather radi- 
cal departure from traditional entrepreneurial practice—namely, 
in their approach to the problem of adapting wage rates to the 
swings of the business cycle. 

The prevailing view among enterprisers, both in Europe and 
in the United States, is that in a depression wages must be re- 
duced at least in proportion to the fall in the prices of products 
before there can be any real recovery. But the Swedish employers 
have come to believe that there is more to be gained by not mak- 
ing drastic wage reductions. They hold that such a policy makes 
it easier to keep the workers’ demands for increases during the 
ensuing recovery phase within reason, and that the resultant im- 
provement in overall stability more than offsets the loss sus- 
tained through inadequate adjustment of wages to prices. 

This konjunktur politik is of fairly recent’origin, the first serious 
attempt to put it into practice having been made during the recent 
world-wide slump. The full tide of the depression first struck 
Sweden in 1931. In the fall of that year the Employers’ Federa- 
tion drew up and adopted a plan of wage strategy, the main fea- 
ture of which was that the six major industries whose products 
competed with foreign-made goods should all seek reductions in 
wages, but that the amount of the decrease should be kept down 
to an irreducible minimum. The leaders of the Federation of 
Trade Unions tacitly accepted this program, and in the parleys 
which followed between the national unions and the individual 
employers’ associations they persuaded the affected constituent 
organizations to make peaceable settlements. The average cut 
in wage rates over all the industries was approximately 5 per 
cent—only a fraction of the percentage fall in prices. 

So far the manufacturers have had no cause to regret their 
departure from traditional wage policies. In 1933 and 1934 they 
succeeded in keeping the level of wages unchanged, despite a 
substantial recovery in prices and in the demand for their prod- 
ucts. And in 1935 they managed to settle a mild wage movement 
without stoppages or disruptions by restoring to the workers the 
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5 per cent they had lost three years previously. Largely because 
of this favorable wage-cost situation, the employers were able 
to exploit the unusual trade opportunities to the fullest extent, 
and the post-depression period has, in consequence, been one of 
the most prosperous in the history of Swedish industry. 

In the summer of 1937 the workers decided that the time had 
arrived to ask for a definitive increase. They felt that they had 
carried out their part of the depression-recovery bargain; that 
prosperity was now an established fact; and that they were en- 
titled to a share of its fruits. The parleys which took place during 
the fall and winter testify to the progress the Swedes have made 
in the art of sensible collective bargaining. Between October 
and March new contracts were concluded for approximately half 
the country’s industrial wage-earners. In each case wages were 
raised, the average increase amounting to nearly 8 per cent; and 
if one excepts the much-publicized but relatively insignificant 
hotel-and-restaurant conflict, all these adjustments were effected 
through peaceful conference and compromise. This was achieved 
despite the uncertainty of the international situation and the 
rapidly deepening American “recession,” which might have pro- 
vided the employers with good grounds for opposing any increase 
at all. 

The course followed by the organized Swedish employers since 
the advent of the depression contrasts sharply with accepted in- 
dustrial practice in this country, not only in the field of industrial 
relations, but in the conduct of business in general. They, like 
their American confreres, have been confronted with a strong 
and growing labor movement, increasing regulation of their af- 
fairs by the state, burdensome taxes, and heavy governmental 
expenditures for public works. But instead of wasting their re- 
sources and energies in resisting these encroachments on their 
traditional liberties, they have chosen to accept them as inevitable 
in the development of popular government, and have changed 
their methods to conform to the new order of things. And while 
this policy of sensible adaptation is by no means the only reason 
for their success, the fact remains that under it the Swedish em- 
ployers have been able to make substantial profits. 








THE SILVER EPISODE. II* 


HERBERT M. BRATTER 
Washington, D.C. 


THE CAMPAIGN’S FRUITION 


MERICAN ratification of the Silver Agreement was ac- 
complished not by Senate action but by executive proc- 
lamation on December 21, 1933, five months after the 

Agreement’s initialing in London. With foresight attributable to 
the American silver representatives, the Agreement had provided 
that ratification might be effected by affirmative action. The 
President’s proclamation, issued under the authority of the 
“Thomas Amendment,” constituted “affirmative action’? and 
obviated the trials and risks of seeking ratification by the Sen- 
ate.*® The proclamation assured to silver mined in the United 
States from December 21, 1933, to the end of 1937 a needlessly 
high price of approximately 64} cents, or 50 per cent above the 
then prevailing market price (about 43 cents). By this very gen- 
erous treatment the silver producers received a premium not 
promised in the London Agreement; and, whereas the Allotment 
Agreement of 1933 obligated the United States to purchase only 
24,421,410 ounces per annum, the proclamation provided for ab- 
sorption of the full output, thereby increasing further the future 
income of the silver producers.” Another gain also was theirs, 
for the President having now in his own words revealed himself 
willing “‘that the price of silver be enhanced,” it followed that the 
same arguments which had brought about a price of 64} cents 
could now be used over again so as to advance it still farther. 

*See October, 1938, issue for Part I of this article. 

89 International agreements such as tariff and reciprocity agreements frequently 
are put into force without Senate ratification. The President’s proclamation, with 
the exception of the acceptance of war-debt silver, was the first use to be made of 
the Thomas Amendment of May 12, 1933. 

% The price of approximately 64$ cents was reached by charging a 50 per cent 
seigniorage (half of $1.2929+-, silver’s monetary value in the United States) on the 
“coinage”’ of silver deposited with the mints. It was by reduction of this seigniorage 


that producers were given higher prices in April, 1935. The price of 644 cents applied 
only to American-mined silver. 
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The proclamation of December 21, 1933, was naturally greeted 
with much rejoicing in the West. The author of the London 
Agreement hailed the President’s decree as “the best Christmas 
present I have ever received.” But other leading silver advocates 
in Washington held that it did n i go far enough. In the markets 
the price of spot silver naturally rose and speculation in silver 
futures was stimulated, the silver orders on the Commodity Ex- 
change “‘testing trading facilities to the utmost.’’™ As usual in the 
case of the President’s monetary measures, the general public 
exhibited much justified confusion and misunderstanding of its 
meaning. It may well have been that the President, sensing the 
strengthening of the silver bloc in the coming Congress, thought 
that by a generous policy he might forestall a drive for more radi- 
cal silver legislation. If this was really his object he was not long 
successful. 

The author of the London Agreement doubtless found in the 
proclamation much cause for satisfaction. The purchases, he 
prophetically claimed, would “stabilize the price of silver through- 
out the world at 643 cents until some further action is taken to 
raise it to a higher price... .. ” And he enthusiastically added: 

This price will increase the exchange value of the money of China, India, 
Mexico and South American countries 60 per cent in relation to our currency. 
It will increase the buying power in the United States 50 per cent. There is 
no doubt it will enormously increase our export trade to those on a silver 
currency. This, of course, will tend greatly to hasten our recovery and will 


hasten the return to normal conditions . ... and will bring happiness to 
millions dependent on mining.” 


Unfortunately, none of these results transpired. As to the bene- 
fit to “millions dependent on mining,” silver producers and their 
employees in this country are but a handful.” 


* New York Times, December 22 and 23, 1933. In Arkansas the now aged W. H. 
(“Coin”) Harvey re-emerged from obscurity to term the proclamation “a rape of 
the white metal” (Washington Daily News, December 23, 1933). 

92 New York Times, December 22, 1933. On a later occasion Senator Pittman 
spoke of the price of 644 cents as having been “accepted in good spirit” by the Ameri- 
can producers (Congressional Record, April 11, 1935, p. 5607, col. 1). 

%3In 1933 twenty-five companies, none of them in Nevada, produced 86 per 
cent of our total silver output (U.S. Bureau of Mines, Gold and Silver, Statistical A p- 
pendix to Minerals Yearbook, pp. 417-18). 
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No less interesting than Senator Pittman’s comments was the 
President’s own explanation of his action. It was designed, he 
proclaimed, to assist in increasing and stabilizing domestic prices, 
to augment the purchasing power of peoples in silver-using coun- 
tries, to protect our foreign commerce against depreciated for- 
eign currencies, “and to carry out the understanding between the 
sixty-six Governments that adopted the resolution” at London. 
But, as we have already pointed out, the resolution referred to 
by the President had merely “resolved to recommend to all Gov- 
ernments parties to this conference. ... . of 

While some observers regarded the proclamation as merely a 
trifling political gesture whose inflationary effect could be only 
negligible, or as a means of dividing the inflationist forces and 
thus really strengthening the cause of “sound money,” others 
viewed it as a chance to get something more for silver later on.™ 
It was, indeed, too much to expect to quiet the silver group by this 
concession. Their pronouncements indicated they had their eye 
on further concessions. Nor did they long keep the White House 
uninformed as to their desires. Senator Wheeler summoned a 
meeting of the silver bloc to demand bimetallism, and in January 
the President felt called upon to restate the objects of the Decem- 
ber proclamation. Its purpose he now more broadly described as 
“strengthening the whole financial structure and of arriving even- 
tually at a medium of exchange which will have over the years less 
variable purchasing and debt paying power.” The same month 
new hearings on silver were initiated by the House Coinage Com- 
mittee, Senator Pittman offered and secured a potentially impor- 
tant silver amendment to the Gold Reserve Act of 1934, and the 
agitation for silver exhibited renewed vitality. By March, Con- 
gressman Dies’s silver bill made its appearance in the head- 
lines; the silver mission of Professor James Harvey Rogers, one 
of the President’s advisers on currency, hurriedly left for the 


94 For a detailed analysis of the proclamation see Herbert M. Bratter, “Eternal 
Silver,” in Asia (New York), March, 1934. In his message to the Congress dated 
January 15, 1934, the President, again alluding to the provisions of the above- 
mentioned resolution, termed them “undertakings . . . . agreed to” by 66 nations 
(Department of State, Press Releases [Publication No. 551], January 20, 1934). 
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Orient; and pressure for more silver legislation developed ir- 
resistibly.® 

On January 15, 1934, President Roosevelt sent to Congress a 
monetary message which had been awaited with expectancy 
throughout the nation and abroad. At that time the gold value of 
the dollar was still undetermined, and the administration’s pol- 
icy was a subject of universal interest. The message dealt pri- 
marily with gold, asking for specific legislation confirming nation- 
alization of that metal and for the setting-up of a $2,000,000,000 
stabilization fund. Concerning silver, the President referred to 
the London resolution and Agreement and to his own proclama- 
tion of December 21, adding that he was “withholding any recom- 
mendation to the Congress looking to further extension of the 
monetary use of silver” because he believed “that we should gain 
more knowledge of the results of the London Silver Agreement 
and of our other monetary measures.” 

Pursuant to the President’s recommendations, Congress quick- 
ly consideredt he bill which was to become the Gold Reserve Act 
of 1934. This measure was passed by the Senate on January 27. 
Although it dealt primarily with gold, its passage is a part of the 
history of silver because of the efforts in the Senate to make it a 
vehicle for provisions designed to benefit silver. Senator Wheeler 
of Montana had stated his intention of making the gold bill a test 
of silver’s strength in the Senate. While known as a bimetallist, 
the Senator exhibited a willingness to compromise on a silver- 
purchase plan, and for the purpose of obtaining a vote consented 
to amend his proposal to a provision that the Treasury within a 
limited period of time purchase 750,000,000 ounces of silver. (The 
amount had been reduced from 1,000,000,000 ounces.) Senator 
Wheeler had considerable backing for his compromise plan so 
reminiscent of the Bland-Allison compromise of 1878, and it gave 
promise of passing. Only White House intervention of an unusual 


9s While the silver issue of 1933-34 was never as broadly popular as that of the 
1890’s, public participation in the argument was commencing to appear. Reminis- 
cent of Coin’s Financial School was, for example, the Kansas City More Money 
Club’s prosilver booklet of verses entitled More Money—Rhymes and Riddles. Nu- 
merous similar booklets made their appearance. 
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sort resulted in the measure’s defeat by a vote of 43 to 45. The 
intervention was in the form of a statement by the Democratic 
leader, Senator Robinson of Arkansas, who, shortly prior to the 
vote, rose in the Senate to make “a brief statement defining the 
President’s attitude as he has communicated it to me in writing.”’ 
The President, he said, regarded the proposed amendment as in 
conflict with the policy set forth in his message of January 15. The 
Senator quoted Mr. Roosevelt as stating “that it is better to wait 
for the operation of the Pittman agreement . . . . [than] to order 
the purchase of silver under the terms of this amendment.” The 
President believed he had “authority under existing law to buy 
such amounts of silver from time to time and at such prices as 
may seem desirable.”” The mandatory purchase of a billion ounces 
of silver, if necessary, “‘. . . . to force the price to $2.15 an ounce,”’ 
if there should be a 40 per cent devaluation of the dollar, would 
mean a price of “$2.58 per ounce if there should be a 50 per cent 
devaluation,” he explained. Senator Robinson next read various 
other objections formulated by the Treasury and, in concluding, 
pointed out that to carry the amendment into effect would pro- 
duce in China a very violent deflation and probably a silver em- 
bargo.* 

This was a strong and commendable move on the part of Mr. 
Roosevelt. Yet the mere fact that the bill, somewhat modified, 
came within two votes of passing was an indication of the great 
difficulty of curbing the silver forces, some of whom described the 
vote as an unofficial request from Congress to the President to 
give silver a more important place in his monetary program. The 
vote marked another significant step toward realization of the 
silver bloc’s demands. 

It is of interest to note briefly some of Mr. Wheeler’s typical 
arguments in behalf of his amendment (as taken from the Con- 
gressional Record of January 27). Observe the appeal now to cot- 
ton senators, now to tobacco senators, now to Republican sena- 
tors. Arguing for his original demand that there be purchased 
1,000,000,000 ounces of silver, the Senator declared: “No one 


% Congressional Record, January 27, 1934, pp. 1472-73. It is interesting to recall 
Senator Robinson’s earlier advocacy of silver. 
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will contend for < moment that the Government of the United 
States can possibly purchase to exceed from 250 to 300 million 
ounces..... ” (As of September 30, 1938, actual acquisitions to- 
taled 1,760,000,0c0 ounces.) To the “Senators from cotton manu- 
facturing States” ne asserted that Oriental competition would drive 
us out of production. “There is bound to be a stimulation of the 
production of raw cotton in the silver-using countries, because, 
if their silver remains down . . . . they must buy their cotton from 
silver-using countries.” “Silver-using’’ people he numbered at 
1,130,000,000, “two-thirds of the world starved and reduced to 
misery by the actions of those who destroyed our silver. .. . . af 
The Senator urged his amendment “as an experiment... . . If 
we shall adopt this amendment . . . . we will be doing the Admin- 
istration a favor..... ” He assured “the Republicans in the 
Senate” that raising the price of silver was “like putting a tariff 
wall against Japanese and Chinese products.” The President’s 
proclamation of December 21, he very frankly acknowledged, had 
been a subsidy. As to Senator Robinson’s remarks, “‘the Senator 
from Arkansas” had “quoted in all sincerity the statements that 
were furnished him by some of the professors or economists con- 
nected with the Treasury Department.” 

Statistics on population and trade were freely cited by the 
Montana Senator, although he was unable to estimate the num- 
ber of men employed directly in the mining of silver. When asked 
how much silver there was in China, Mr. Wheeler could not state, 
whereupon his colleague, Senator Pittman, explained that this 
could “only be estimated by taking the amount of silver that has 
been produced and deducting from that the depreciation, the loss 
from abrasion, natural losses and those things.” 

Included in the Gold Reserve Act of 1934 as passed was a silver 
amendment offered by Senator Pittman. Although the chief pro- 
vision of this potentially important feature of the Act has not as 
yet been used, its scope is worth noting. The manner of its pas- 
sage deserves particular reference, and it is therefore necessary to 
examine the terms of the amendment. 

The P* ‘tman clauses of the Gold Reserve Act of 1934 contained 
six provisions amending that portion of the statutes known as the 
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“Thomas Amendment” of May 12, 1933. The Pittman clauses 
(1) authorized issuance of silver certificates in place of coin to 
those who tendered eligible silver to the mints; (2) authorized the 
president to issue certificates against any silver in the Treasury 
not already held for redemption of outstanding certificates; (3) 
authorized the president to make different seigniorage charges on 
domestic- and foreign-mined silver; (4) assured to the above-men- 
tioned silver certificates all the privileges of existing silver certifi- 
cates; (5) authorized the president to reduce the weight of the 
standard silver dollar “in the same percentage that he reduces the 
weight of the gold dol!ar’”’; and (6) authorized the president to re- 
duce and fix the weight of subsidiary coins so as to maintain the 
parity of such coins with the other currency. These, be it noted, 
all were offered by the Senator as amendments to an “urgent” 
bill which had already passed the House and was therefore in its 
last stages. 

Provision number 1 was logical as a matter of expediency; few 
persons, silver producers included, desire to handle standard silver 
dollars. Number 2 would extend the use of silver in our currency 
system by permitting the Treasury to “coin” the seigniorage 
earned on the silver currency then being, or still to be, issued. 
(Today, it applies as well to the seigniorage accruing under the 
Silver Purchase Act of 1934.) The purpose of provision number 3 
has never been stated. It may have contemplated expiration of 
the London Silver Agreement. Provision number 4 was a logical 
sequitur. Number 5 was, and still continues, potentially very im- 
portant, and we shall revert to it below. Number 6 was very 
desirable and necessary as a measure to guard against disappear- 
ance of silver in the event of an increase in the world-market price 
to above $1.38, the “coinage value” of silver in our subsidiary 
coins.°? 

The provision authorizing the president to reduce the size of 
the silver dollar made it possible, in effect, to give the American 
silver producer during the life of the London Agreement two and 
one-half times the world-market price, i.e., $1.08 per ounce or 


87 Neil Carothers, in his excellent study, Fractional Money (New York. 1430), 
had clearly shown the desirability of such a provision. 
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more, depending on the cut in the content of the gold dollar, as 
we shall explain. The amazing point of the matter is that this 
was not, and never has been, explained to the Senate. Moreover, 
the whole Pittman Amendment was submitted under very un- 
usual circumstances. According to the Congressional Record the 
Senate remained completely unenlightened on this matter; cer- 
tainly the general public entirely missed its significance. 

It will be recalled that, under the December 21, 1933, procla- 
mation, the American producers were, in January, 1934, receiv- 
ing approximately 64} cents per ounce for their silver. Technical- 
ly, the proclamation had not fixed a price in so many words; 
rather it provided that the owner of the silver delivering it to the 
mints for coinage should receive half of it returned in the form of 
dollars. The other half the government was to retain as seignior- 
age and brassage.** In other words, since each standard silver 
dollar contained about 0.77 ounce of silver, half the silver de- 
posited was coined into pieces of that weight, each piece being 
stamped “‘one dollar.” But, assuming a future cut of 40 per cent 
in the silver content of the silver dollar as permitted under the 
Pittman Amendment, the owner’s half of the silver would be di- 
vided into units weighing only about 0.46 ounce per dollar (i.e., 
60 per cent of 0.77 ounce). Since there would be more units of 
this size than units of 0.77 ounce in any given quantity of silver, 
and since each of the new small units would pass as “one dollar,”’ 
it is evident that the American silver producer could be given a 
return of about $1.08 per ounce instead of $0.6464 for his half of 
the newly mined silver. 

That so far-reaching a provision of the amendment escaped 
questioning in the Senate may be attributed to the urgency of the 

%8 Under the President’s proclamation the producer’s silver, minus the seignior- 
age, is returned to him in silver dollars (or the equivalent). I.e., his silver is in the- 
ory “coined.” If the size of the silver dollar is reduced, a given quantity of silver 
will produce more “dollars.” 

9 77/46 X 644 cents = approximately $1.08. Were the President to devalue 
the gold and silver dollars 50 per cent, he could “return” $1.29+ per ounce for 
American silver, and, by also reducing the seigniorage, make even a higher “return.” 

The Pittman Amendment took on added significance following the passage of the 
Silver Purchase Act the following June, but this is not pertinent to the event here 
being described. 
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occasion. On January 26 Senator Pittman had sent to the desk 
an amendment to the gold-reserve bill, asking that it be printed 
in the Record. This amendment consisted of only provisions 1-4 
cited above, with one small omission. It had been decided to vote 
on the Wheeler Amendment and on the momentous gold bill it- 
self on January 27. During the January 27 session Senator Pitt- 
man arose to state that “by oversight there was left out of the 
previous day’s amendment a sentence and a paragraph.” He 
then proceeded to read the omitted parts, adding that he would 
bring his amendment up later the same day, after the amendment 
of Senator Wheeler would have been considered. (This seems to 
have had two advantages: the Pittman amendments would be 
explained and considered in the final rush for passage; and, if the 
Wheeler Amendment—scheduled for a vote at 2:00 P.M.—were 
defeated, there might be less objection than otherwise to passage 
of the apparently harmless Pittman amendments.) Immediately 
Senator Robinson asked whether the full amendment had been 
printed. It had not, the Nevada Senator replied, whereupon the 
Arkansas Senator requested that it be sent to the Government 
Printing Office as quickly as possible. The amendments were to 
be voted on that same day, yet apparently no one but Senator 
Pittman then had their text. During the afternoon Mr. Pittman 
reverted to his amendments, stating that they had been submit- 
ted to the chairman of the Committee on Banking and Currency 
(Mr. Fletcher) and the counsel of the Treasury Department. He 
added, cryptically, that he intended later to introduce a separate 
bill “to carry out certain features of what I have in view.” But 
the Senator did not want to suggest anything which might “cause 
delay, either on the floor of the Senate or in conference.” (The 
administration, it will be recalled, had been stressing the urgency 
of the gold-reserve bill.) ‘There followed a very short explanation 
of the amendments by Senator Pittman, but not a word from 
either him or Senator Fletcher, the chairman of the committee 
handling the bill, in explanation of the very significant provision, 
number 5, which might result in a great increase in the domestic 
price of silver; and the amendment was agreed tc without a record 


vote. 
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The amendments of January 27 differed from those of January 
26 in certain minor respects not mentioned by the Senator on the 
morning of the twenty-seventh. Moreover, the amendments 
passed in the afternoon differed from the text of the additions 
read on the floor of the Senate that same morning, possibly as a 
result of hasty conferences with the Treasury.’ In his morning 
version of the previously omitted portion of his amendment, 
Senator Pittman had included a provision designed to make the 
cut in the silver dollar at least 40 per cent, an indication that he 
expected the authority would be exercised by the President. A 
few days later the New York Herald Tribune quoted the Senator as 
saying regarding silver: “The sentiments of Congress in favor of 
affirmative action were expressed in the amendment to the gold 
act. The authorization was in the nature of a direction.” 

An aftermath of the hasty enactment of the legislation of Janu- 
ary, 1934, came to light the following September, when Treasury 
officials admitted doubt as to whether the President’s proclama- 
tion of December 21, 1933, would run the full four years intended. 
The Gold Reserve Act of 1934 limited the life of the Thomas 
Amendment to three years; and Senator Pittman’s six provisions 
as to silver were by intention amendments to the Thomas Amend- 
ment of 1933." 

As passed by the Senate, the silver amendment to the Gold 
Reserve Act was entirely acceptable to the House of Representa- 
tives, where the opposition to silver was ineffective. Since the 
Coinage Committee’s hearings in 1932 there had always been sil- 
ver bills before the House. Under the New Deal, silver representa- 
tion on the Coinage Committee had been increased, and in Janu- 
ary, 1934, when the Committee was holding hurried hearings on 
the gold-reserve bill, its membership included, in addition to 
Chairman Somers, such staunch advocates of silver as Martin 
Dies of Texas, William L. Fiesinger of Ohio, Abe Murdock of 


100 None of these additional changes were alluded to on the floor of the Senate. 


tot Herman Oliphant, genera! counsel of the Treasury, was quoted as saying that 
this would make little difference, since the silver-purchase program (that enacted 
in June, 1934) should be completed by the expiration of the three-year period (New 
York Herald Tribune, October 2, 1934). 
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Utah, and Compton I. White of Idaho, all authors of silver 
bills." It was not surprising, therefore, that the testimony and 
interrogation of the witnesses should tend to bring up the question 
of silver in prominent fashion. Of the seven witnesses called to 
testify on the gold-reserve bill, five were on record as favoring ac- 
tion for silver, the one best known for his advocacy of silver being 
the Rev. Charles E. Coughlin of Detroit."*? Father Coughlin was 
already nationally famous for his regular Sunday-afternoon radio 
discourses on silver reaching an audience estimated at 10,000,000 
persons. 

Father Coughlin’s testimony in January greatly interested the 
Coinage Committee. “For sixty million years,” he related, “‘no 
one ever thought of designating an ounce of gold at $20.67.” 
Silver was the oldest money used in the world; indeed, Christ 
had been betrayed for it. Due to the decline in the price of silver, 
India’s purchasing power had been 


cut in half . . . . quartered in more senses than one .. . . and China cannot 
buy our bathtubs, our shoes, our shirts... . . Eight hundred million people 
have been closed from our manufacturers, our farmers, from our industrialists 
. ... and are we going to rehabilitate their silver ....or.... put our men 
on the C.W.A. for the rest of their lives? 


Asked by Senator Thomas P. Gore, who attended the hearings, 
concerning the possible harmful effects on China of a silver-pur- 
chase program, Father Coughlin simply replied that we had been 
hurting the Chinese for five hundred years; China had been in 
depression for five hundred years. 

Although Father Coughlin’s activity is recognized to have been 
one of the outstanding forces which resulted in building up public 
support for silver and bringing about government silver purchases, 

re2 The hearings were published under the title Gold Reserve Act of 1934; Hearings 
before the Committee on Coinage, Weights, and Measures, 73d Cong., 2d sess., on H.R. 
6976. Texas, it should be noted, ranked eighth as a silver-producing state in 1934. 

103 The other witnesses in favor of silver were Mr. Frank A. Vanderlip, Congress- 
man Fiesinger, Mr. John Janney, and Mr. James P. Warburg. Regarding Mr. War- 
burg’s earlier advocacy of silver, see his testimony before the same Committee on 
March 7, 1932; also his letter to Senator Borah quoted in the New York Times of 
December 4, 1933. Mr. Warburg was on the American delegation at the London 
Economic Conference in 1933. He later fell out with the New Deal and published a 
sharp critique of its monetary policies, which was strangely silent on silver. 
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it is not necessary here further to detail his testimony. In general 
his argumentation just cited was similar to his weekly radio ad- 
dresses on silver."** Incidentally, he suggested to the Committee 
that the government nationalize all the silver in the country at 
“around 54, 55 or 56 cents,” a suggestion which was adopted in 
August, when silver was nationalized at 50 cents per ounce. A 
few weeks after his appearance before the Committee, a Treasury 
investigation of silver speculation again brought his name into 
prominence. 

Chairman Somers described Father Coughlin as “one of Amer- 
ica’s best authorities on finance.”” Beyond cavil or doubt, the 
momentum of the silver cause during the winter of 1933-34 was 
in very large measure due to his persistent radio campaign broad- 
cast each Sunday over a chain of twenty-seven radio stations. 
The weekly lectures were subsequently given further free distribu- 
tion both in pamphlet and book form, frequently accompanied 
by requests for financial support.'®’ The lecture of January 14, 
1934, for example, urged the auditors to write to their senators 
and congressmen advocating the monetary views of Father 
Coughlin and, when distributed as a pamphlet, was accompanied 
by a full list of the members of Congress. The reprint of the lec- 


104 Following are a few representative statements of Father Coughlin, taken from 
some of his radio lectures: 

“Silver restored to a price near its value would solve the world’s economic prob- 
lem.” The monetary law of 1873 was “the biggest fraud ever committed in. . . - 
Congress. .... Because we force them to keep silver at a ridiculously low price 
.... Wwe.... will force India, China and Japan to overrun the Caucasian race. .. . . 
Remonetization of silver .... will do more than any other financial gesture to 
eliminate so-called panics. .. . . It will enable us to pay our debts and call a halt 
upon foreclosures and bankruptcies, smother discontent, bring to a speedy end 
.... unemployment .... open up the largest market in the world for our manu- 
facturers . . . . place the money [of Asia] on a basis of international honesty.” 


5 The broadcasts were distributed in pamphlet form by the Radio League of the 
Little Flower. The student interested in more details is referred to the texts of the 
lectures delivered on November 5, 12, 19, and 26, December 3 and 31, 1933; Janu- 
ary 7, 14, 21, and 28, March 11, April 15, 1934, etc.; also to a special article con- 
tributed anorymously by this writer in the New York Herald Tribune, April 15, 
1934. Although silver had been discussed in each “lecture” during January, in 
February the subject of the lectures was changed. On February 5 Secretary Morgen- 
thau revealed that the Treasury had been conducting an investigation of silver 
speculation. 
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ture of November 5, 1933, was accompanied by the suggested 
text of a letter to the President asking him “‘to restore silver’”’ and 
bearing at the top the printed caution: “Please Copy It in Your 
Own Handwriting.”’ The Reverend Father’s campaign was so 
well organized that he required a special Washington “‘representa- 
tive.’’#°6 

The silver campaign of Father Coughlin, aided by silver bro- 
kers, the Committee for the Nation, and others, was designed to 
make full use of every means of publicity evolved in the develop- 
ment of American advertising methods: the radio, direct-by-mail 
appeals, newspaper interviews, magazine articles, free reprints, 
conferences with Washington legislators and officials, lectures to 
special groups, etc. It was a campaign such as must have been 
of considerable interest to the aged “‘Coin” Harvey in his home in 
Arkansas.*°? 

The administration meanwhile had been studying speculation 
in silver and its powers under the act of October 6, 1917, which 
gave the president broad authority over the foreign exchange and 
bullion markets. According to Congressman Dies, it “‘had the 
firm policy to move toward the rehabilitation of silver.’’ Others, 
however, interpreted the Treasury’s investigation of silver specu- 
lation as in reality a move to check the growth of silver agitation 
by revealing it to have been inspired by speculative interests.** 

106 Cf. New York Times, April 16, 1935. The broadcasts in 1934 (1934-35?) cost 
$11,000 each, according to a statement made by Father Coughlin over the radio on 
November 17, 1935. 

107 The literature by and concerning Father Coughlin is extensive. See, e.g., 
his own article “Inflation and Silver” in Today, January 6, 1934 (together with Mr. 
Raymond Moley’s approving editorial in the same issue). Father Coughlin’s article 
in Today, December 29, 1934, and The New Deal in Moncey, as Broadcast by Rev. 
Charles E. Coughlin .... October, November and December 1933, published by the 
Radio League of the Little Flower in 1933. Also see “Father Coughlin,” by Ray- 
mond Gram Swing in the Nation, December 26, 1934 and January, 2, 1935; “Father 
Coughlin at the Garden,” in the Nation, June 5, 1935; “Radio Priest in Person,” 
in the New Republic, June 5, 1935; Father Coughlin, by Ruth Mugglebee (Garden 
City, 1935); “Our Surrendering President,” in the Nation, February 13, 1935. For 
texts of the radio debate between General Hugh S. Johnson and Father Coughlin 
see New York Times, March 5 and 12, 1935. 

18 This investigation is separately discussed below on pp. 817 ff. Several months 


earlier the administration was reported as taking note of the speculation in silver. 
At that time Mr. Morgenthau was quoted as favoring “a limited form of bimetal- 
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Certainly there was some ground for believing that the adminis- 
tration was then not very enthusiastic about doing something 
more for silver." The President’s opposition to the mandatory 
Wheeler bill in January was still very recent. 

Still, rumors of impending action were constantly recurring. 
Only the inability of silverites to agree on a single measure was 
delaying legislation by Congress. More than forty silver bills re- 
posed on the desks of various committees. Some 200,000,000 
ounces of the metal, it was estimated, were privately held in the 
United States in March in anticipation of government action."° 
The administration’s attitude toward further legislation was indi- 
cated by Secretary Morgenthau, who on March 2 stressed the 
rise which had already occurred in the price of silver and the bene- 
ficial future effects of the London Silver Agreement. A few days 
later the President spoke of the influence on government opera- 
tions of “special groups, some of them vociferously led by people 
who undertook to obtain special advantages for special classes. 

”? 

Meanwhile the House Coinage Committee, with the counsel of 
Mr. John Janney, a man who described himself as “chairman of 
the executive committee of the American Society of Practical 
Economists,” was considering two silver bills: the Dies bill and 
the Fiesinger bill."* The Dies bill provided for the acceptance of 
silver at a premium in exchange for agricultural exports. It would 
have permitted the acquisition of up to $4,400,000,000 worth of 
silver per annum, a fantastic amount. However, it was in nature 
permissive and not mandatory. The bill of Congressman Fie- 
singer called for the purchase of 1,500,000,000 ounces of silver. 
lism.” See the Journal of Commerce (New York), November 17, 1933. On January 6, 


1934, Mr. Raymond Moley, at that time generally believed to be close to the Presi- 
dent, published a signed editorial in Today, entitled “Justice for Silver.” 

9 This does not mean that a higher price for silver had no influential advocates 
within the administration. 

“° Early in May substantial amounts of silver were purchased with the Treas- 
ury’s exchange stabilization fund. Some 113,000,000 ounces were yielded by the 
August 9 nationalization order. Exactly how much was speculatively held in 
March cannot be stated. 

™ The Dies bill was proposed by Congressman Martin Dies, Democrat, of Texas, 
a silver-producing as well as an agricultural state. 
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The committee—being unable to agree on a single measure, de- 
spite the suggestion that the two bills be merged—on March 10 
reported out both measures, thus putting the choice up to the 
House of Representatives. With every likelihood that a silver- 
purchase bill would now pass the House, Secretary Morgenthau 
on March 15 publicly stated that he did not favor any silver legis- 
lation because the recovery program was progressing satisfac- 
torily. Speaker Rainey, asked what he thought of the secretary’s 
statement, replied: “I don’t think much of it,”’ and scheduled a 
vote on the Dies and Fiesinger bills for March 19." On that day, 
with the speaker forestalling action on the Fiesinger proposal, the 
House passed the Dies bill by a two-thirds majority (257—-112).™° 
The Senate Committee on Agriculture, to whom the Dies bill 
was next referred, was already considering the Wheeler-Fiesinger 
I,500,000,000-ounce silver-purchase plan. 

While the Dies bill was thus moving forward, the administra- 
tion—facing the inevitable passage of some silver-purchase act— 
hurriedly dispatched Professor James Harvey Rogers to study the 
silver situation in the Far East. The professor’s early departure, 
announced on the day the House passed the Dies bill, was not 
favorably received by silver senators, who described the move as 
an effort to delay silver action. If such was indeed its object, it 
had the reverse effect. Senator Wheeler and others immediately 
ridiculed the “absurdity” of sending a professor to interview 
Chinese coolies on the silver situation, and Professor Rogers was 
soon forgotten. When in October he eventually returned to Wash- 
ington, the silver-purchase program had been enacted and was in 
process of execution."4 

™ Apparently both Morgenthau and Rainey experienced some uneasy moments 
concerning the effect of their statements: Mr. Morgenthau explained to newspaper- 
men he had not meant that members of Congress had invested in silver stocks, while 
Rainey was quoted as expressing pleasure that the President had not taken him to 
task for his remark (Evening Star [Washington], March 16, 1934, etc.). Speaker 
Rainey’s attitude was interpreted as an indication of discontent in Congress over 
the administration’s general program. 


3 White House intervention in opposition to the Fiesinger proposal was men- 
tioned, inter alia, in the Journal of Commerce (New York), March 20, 1934. 


"4 The mission of Professor Rogers was termed by Senator Wheeler “the height 
of asininity.” While it had been all right for senators to study silver in China, the 
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The passage of the Dies bill by the House and the announce- 
ment of Professor Rogers’ assignment stimulated activity among 
Congressional silver advocates. That same day Senator Borah 
called upon the Treasury to turn over to the Senate all informa- 
tion in its possession regarding speculation in silver by propo- 
nents of silver legislation,"* and Senator Wheeler announced he 
would seek action on his own silver-purchase bill. With his col- 
leagues, Borah and King, the Montana Senator took the floor of 
the Senate to protest such tactics as the Rogers mission. Senator 
King termed it an “‘affront’’ to the Senate to suggest that any fur- 
ther study should precede action.” 

Following further hearings, the Senate Committee on Agricul- 
ture and Forestry on April 10 unanimously reported out the Dies 
bill with important modifications."7 Upon the publication of this 


professor “started with a prejudice,” according to the Montanan. In some quarters 
the announcement of the Rogers mission was regarded as a creditable move by the 
administration, particularly in China, where it was widely hailed as an evidence of 
just concern for that country’s welfare. Others, however, felt the mission was futile 
and useless; that the information it sought could be had right in Washington (George 
E. Anderson, “Silver Issue a Spectre to Money Policy,” New York Herald Tribune, 
March 25, 1934). Such hopes as the Chinese placed in Rogers as a means of prevent- 
ing a rapid rise in the price of silver were doomed to disappointment. Rogers left 
China for India in July, when the Silver Purchase Act of 1934 was more than a 
month old. He returned to Washington in October, and shortly afterward severed 
his connections with the Treasury (see the letters published in the Washington 
Herald, October 26, 1934). No report of his has ever been made public by the 
Treasury. 


«s A similar request for information on speculators was asked for in the House of 
Representatives on March 16 by Congressman John A. Martin (Democrat) of Colo- 
rado. 


«6 For further details see New York Times, New York Herald Tribune, etc., for 
March 20, 1934. 


"7 See Exchanging Agricultural Surplus Products for Silver, Hearings before the 
Committee on Agriculture and Forestry, United States Senate, 73d Cong., 2d sess., on 
H.R. 7581, H.R. 1577 and S. 3039 (Washington, 1934). The committee had long 
been known as strongly in favor of silver action. 

The revised measure still called for acceptance of silver at a premium in payment 
for farm products exported. The maximum valuation of silver so to be accepted was 
fixed at $1.29+ per ounce. A section providing for the nationalization of silver at a 
fair price was added in accordance with the wishes of Senator Thomas. There was 
also added a mandatory provision for the purchase of 50,000,000 ounces of silver 
per month until the general price level of 1926 should be established or the price of 
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report, administration officials exhibited uneasiness. The pro- 
posal of mandatory legislation caused the President again to 
show his opposition to immediate remonetization. Mr. Roose- 
velt, Speaker Rainey informed the press, was strong for silver, but 
thought it more advantageous to try out the London Silver Agree- 
ment until the next session of Congress. But congressmen were 
dissatisfied and resented particularly the current imputations 
that the silver bloc was motivated by ‘ulterior considerations. 
Meanwhile New York brokerage firms had been called upon by 
the Treasury to submit details of silver speculation. For a while 
much confusion characterized the outlook. 

On April 21, following discussions with Father Coughlin, the 
Congressional silver bloc conferred at length with the President. 
The latter “forcibly reasserted” his opposition to mandatory sil- 
ver legislation, insisting that the Thomas Amendment already 
gave him sufficient powers to buy silver. But the President’s 
arguments against silver action were not the best he could have 
found. By way of compromise, it was reported, he suggested 
amending the Dies bill to include industrial as well as agricultural 
products, and further discussions were promised. 

The President’s stand, added to the Senate’s publication on 
April 24 of a long list of names of silver speculators as submitted 
by the Treasury, gave a temporary setback to the hopes of the 
silver bloc and the price of silver reacted in the markets. But 
pressure by congressmen and senators was not relaxed. Some Re- 
publicans were supporting silver, possibly to embarrass the Presi- 
dent on the theory that he might lose the support of the West. 
Additional White House conferences with Congressional silver 
leaders soon made clear that the President was no longer seeking 
to prevent further legislation but was endeavoring to compromise 
with the silver bloc. Veto of a silver bill, it was felt, would only 


silver on the world-market should reach $1.29+. This brought into the bill Senator 
Wheeler’s silver-purchase project. The Committee stated the purposes of the bill 
to be, inter alia, to “enable the United States to dispose of all agricultural surpluses 
and io encourage farm prices and prices generally” and to “increase the price of sil- 
ver and thereby open up the markets of silver-using countries to American export- 
able products and goods.” 
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make of silver an issue in the autumn elections."* To the idea of a 
compromise important members of the silver bloc, following tra- 
dition, proved not unreceptive."® But Senator Elmer Thomas, 
following a further conference with the President, found that the 
silver lines were holding and called a meeting of thirty senators. 
To this meeting various persons not in official life were also in- 
vited, among them: Father Coughlin; Francis Keelon, a member 
of the Commodity Exchange; brokers Robert M. Harriss and 
George Leblanc, and others connected with the Committee for 
the Nation, including Frank A. Vanderlip and Frederick Sexauer. 
The group met on April 23 and, with Senator Borah’s support, 
decided to defy the President. During the next few days there 
was much activity over silver in Washington. But the Treasury 
continued to make available supplementary lists of silver specu- 
lators, and the outlook for mandatory silver legislation still re- 
mained uncertain. 

The connection between silver speculation and the demands for 
government purchases had been attracting increasing attention. 
It was true that silver had long been an unstable metal and that 
for years speculators in China and elsewhere had devoted their 
attention to it. But the field had been a highly specialized one, 
the economic factors influencing the price of silver were little 
understood outside of metal and exchange circles, and facilities 
for trading in silver were few and difficult of access. 

As early as 1930 the agitation stimulated speculation in silver 
by Americans and foreigners more or less familiar with the mar- 
ket, the trading being still largely centered in the established in- 
formal London market, and its counterparts in Shanghai and 
Bombay. In New York the only silver business done was con- 
fined to direct arrangements between a small handful of brokers, 
banks engaged in far eastern business, and metal companies. 
Early in 1931, however, interest in the continued silver agitation 

"8 Criticism by businessmen of the government’s emergency agencies was again 
strengthening Congressional sentiment for inflation as an alternative. This naturally 
helped the silver cause. 


9 For details see, e.g., Washington Post, April 18, 1934. Struggle between Con- 
gress and the President was characteristic of this period. 
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encouraged the preparation of facilities for trading in silver fu- 
tures on the National Metal Exchange.”° Trading was initiated 
on June 15, 1931, making possible general public speculation in 
silver on very small margin (e.g., one equivalent to 6} per cent, 
when silver was 30 cents per ounce).™* By January, 1932, the 
monthly volume of silver futures business exceeded 20,000,000 
ounces.™ Silver speculation and hoarding were greatly stimulated 
by the inflationary developments of 1933. Naturally the specu- 
lative interest tended to reinforce the demand that something big 
be done for silver. The silver speculation was not confined to New 
York but was to be noted in all the larger cities where brokers had 
connections. Even in such a small city as Peoria, Illinois, brokers 
solicited silver contracts business. Naturally the nation’s capital 
proved no exception, and there were rumors that various legis- 
lators themselves were speculating in silver futures or in the stocks 
of silver-producing mines." 

It was quite apparent that those who bought spot silver or fu- 
tures between the time when agitation commenced and the end 

“0 Later this exchange was merged with others *. »ecome the Commodity Ex- 
change, Inc. In March, 1931, a charter was granted to a small exchange in Seattle, 


the Seattle Metal Exchange. That exchange traded in silver but never attained im- 


portance. 
This creation of facilities for speculation in silver was not the first in American 


financial history. Following the passage of the Silver-Purchase Act of 1890, the 
New York Stock Exchange arranged for the deposit of silver bullion and the issuance 
thereagainst of negotiable certificates. 

12 As silver rose in price the margin requirement was increased. Early in 1934 it 
was $1,000 per “contract” of 25,000 ounces. 

122 Trading reached 40,650,000 ounces in April, 1932, 52,100,000 ounces in Au- 
gust, 1932, and—following a decline in intervening months—mounted to 151,000,000 
ounces in April, 1933. After reaching 262,250,000 ounces in November it declined, 
but was still over 187,500,000 in February, 1934. 

23 The subject of speculation by congressmen in silver was not brought up for 
the first time in 1933. History seems to repeat itself. Charges of such speculation 
were openly made on the floor of Congress itself in 1876 by Congressman Kelley of 
Pennsylvania (Congressional Record [44th Cong., 1st sess., March 16, 1876], IV, 
Part II, 1769-70). Regarding speculation in silver stocks by congressmen in 1893, 
see Jeannette Paddock Nichols, “The Politics and Personalities of Silver Repeal in 
the United States Senate,” American Historical Review, Vol. XLI, No. 1 (October, 
1935). Concerning proven speculation in sugar in 1894 by senators whose votes con- 
trolled action on the sugar duties, see Alexander Dana Noyes, Forty Years of Ameri- 
can Finance (1909), p. 226. 
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of 1933 stood to make tremendous profits. The low price for silver 
was 24} cents on December 29, 1932. A year later it stood at 44% 
cents. If a person had taken advantage of the facilities for buying 
silver on margin, as inaugurated on the National Metal Exchange 
in June, 1931, he could have purchased 100,000 ounces of silver 
for future delivery on a collateral of only $2,000 cash. By holding 
such contracts, with necessary switchovers, until the nationaliza- 
tion of silver on August 9, 1934, his net profit after paying all com- 
missions and charges (other than interest on his investment) 
would have been $17,172.24, or more than 850 per cent. Silver 
was available in contracts of as little as 25,000 ounces, with po- 
tential profits being proportionate.™* 

Already in 1933 the Treasury was reported anxious to learn 
what it could about the speculation in silver. When, early in 
1934, the silver bloc gave signs of a determination not previously 
exhibited, the Treasury commenced an investigation. But it ap- 
parently experienced difficulty in getting at all the facts, for on 
March 16 it was reported to have asked the co-operation of the 
Senate Banking and Currency Committee in its silver investiga- 
tion. Four days later the Senate formally adopted the resolution 
calling upon the secretary of the Treasury to furnish a list of all 
known hoarders of silver." By April 24, as already noted, Mr. 
Morgenthau was able to send to the Senate the first instalment 
of names; but in his letter of transmittal he reported: 

. .. - Considerable difficulty is being experienced in getting the necessary 
information in certain cases. It may develop that the only successful method 
of obtaining this will be for the Senate to proceed with the investigation of 
these cases in its own behalf. 

The investigation, it should be noted, was limited to those who 
on January 31, 1934, held “in excess of 50,000 ounces of spot or 
25,000 ounces of futures.”**° Holders of lesser amounts, although 

™4 During the period mentioned, “original” margin requirements were several 
times changed. The calculations used in arriving at the foregoing figure are too de- 
tailed to reproduce here. 

3s The resolution (S. Res. 211) was introduced by an administration critic, Sena- 
tor Robinson of Indiana. 

1% While the list consisted chiefly of speculators, it also included names of wealthy 


individuals who bought spot silver and simultaneously sold forward at a premium 
merely for the interest thus to be earned on their capital. 











822 HERBERT M. BRATTER 


“very numerous,” were not listed. Since the list covered only the 
position on a single day, it follows, moreover, that numerous 
speculators were not included. Nonetheless that portion of the 
full list as published later by the Senate covers twenty-six pages 
of closely printed, fine type. 

The lists disclosed the names of no senators or congressmen, but 
they did reveal how widespread was the interest in what the 
American government might further do for silver. They included 
the names of several like Mr. Robert M. Harriss, who had just 
been hosts to silver-bloc senators at a dinner addressed by Father 
Coughlin.’ Various banks, particularly—as was perhaps natural 
—those engaged in far eastern business, were listed as large hold- 
ers; and there were many names familiar to the student of the sil- 
ver agitation. A magazine publishing concern, Time, Inc., was 
set down as holder of 373,678 ounces of silver. Mrs. Catherine F. 
Shouse, the wife of a former chairman of the Democratic Nation- 
al Committee, was listed. Foreign names and addresses were 
sprinkled throughout the survey, representing speculation from 
China, India, England, Mexico, Egypt, France, and various other 
countries.** There was a name which recalled the silver campaign 
of 1896, that of William J. Bryan, Jr. 

Whether the list of “hoarders of silver’ as published is com- 
plete has never been announced.”? Part III of the list as printed 
by the Senate differs somewhat from Parts I and II, being de- 
scribed as a list of “possible” holders. In transmitting this part, 
Secretary Morgenthau admitted the Treasury’s inability to ob- 
tain all the desired information since it did “‘not have the facil- 

"7 Mr. Robert M. Harriss, «. broker, promptly denied that he or his firm held sil- 
ver on their own account “at the time of this dinner or now” (Washington Post, 
April 26, 1934). 

"8 See Hoarders of Silver (73d Cong., 2d sess., Sen. Doc. No. 173), Parts I, II, 
and III. This document includes a long list of names made public on April 26, 1934. 
Some of the banks listed issued statements explaining their investments as due sim- 


ply to the interest yielded by a purchase of “spot” and simultaneous sale of “fu- 
tures” (cf. New York Herald Tribune, April 25, 1934). 

"9 Mr. Morgenthau explained it had not been intended to make this list public, 
as those named were only “possible” holders and the Treasury had not completed 
its investigation. Not all the required facts had been obtainable, it was reported 
(New York Times, April 27, 1934). 
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ities to carry the matter further.” This list contained additional 
names connected with the Committee for the Nation and with 
persons very prominent in the silver campaign. The address of 
one person listed as a silver-holder was “Room 422, Senate Office 
Building,” the room of one of Senator Wheeler’s committees. Con- 
siderable publicity was given to the publication of these tabula- 
tions, particularly to the listing of 500,000 ounces of silver futures 
held in the name of A. Collins, Royal Oak, Michigan, with a 
brokerage firm whose partner had been prominent in the activity 
of the Committee for the Nation. Miss Collins was secretary of 
Father Coughlin’s Radio League of the Little Flower. Upon pub- 
lication of this information, Father Coughlin issued two copy- 
righted statements, one signed by Miss Collins and explaining 
that she had invested some $20,000 of the League’s money in the 
purchase of silver futures because President Roosevelt had prom- 
ised the country to restore all commodities to the 1926 price level. 
The other, signed by himself, consisted chiefly of an attack on the 
Secretary of the Treasury and the administration. He offered his 
congratulations to those who had “‘invested”’ in silver. ‘The in- 
vestigation,” he said, “smells to high heaven... . . * 

Temporarily, the publication of the lists of speculators had a 
depressing effect on the silver advocates. In New York “‘liquida- 
tion at a terrific pace’ occurred in the silver market. One news- 
paper reported that “‘the evidence that some ind’ Juals who have 
been concerned with the efforts to obtain legislation for silver 
were interested in the metal . . . . [was] generally conceded to have 
put an end to the possibility of such legislation” that session. 
But this proved to be a wrong deduction; the advocates of silver 
were not long disheartened. Congressmen, for once unperturbed 
at the revelation of widespread speculation, ignored or scoffed at 
the investigation. Had the speculation been in wheat or cotton, 
remarked the New York Times, Congress would have been con- 
vulsed with righteous indignation, but this was silver speculation; 
so even the banks were let alone, and Congress shrugged off the 
whole matter; silver was immune.**° 


3° With the exception of the publication much later of a report of Senator Pitt- 
man’s connection with the Silverado Silver Mines in 1935, little more was heard of 
the subject (cf. ibid., July 15, 1935). 
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The three weeks following the publication of the lists of specu- 
lators late in April constituted a crucial period in the history of 
the silver-purchase proposals. The public was thoroughly con- 
fused as to the probable course of developments. The President 
was adamant against mandatory silver purchases, yet some saw 
evidence that he was willing to meet advocates of such purchases 
more than halfway. In fact, as we have already noted, he was not 
uncompromisingly opposed to the idea of further subsidizing sil- 
ver. The Treasury’s investigation had constituted something of a 
revelation, but the published lists showed nothing that would 
cause a scandal affecting government personalities. If further 
compromise on silver was necessary, Mr. Roosevelt was now ready 
to agree. But he felt he should be the one to say “when,” “how,” 
and “how much.” A mandatory program might well impede his 
independence of action with regard to the management of the 
dollar. Another “Bland-Allison Act” with rigid monthly quotas 
would be too predictable in effect. If he was to retain the free- 
dom announced in his monetary “declaration of independence” 
addressed to the World Economic Conference in July, 1933, he 
must not now yield to the demands for mandatory purchases. It 
was the “mandatory” idea that constituted the real stumbling- 
block. For nearly a month there was a tug-of-war between the 
President and the silver bloc, whose pressure was relentless. It 
was not only a question of will-power; it was a matter of numbers 
and individual endurance. Numbers soon prevailed. 

Within a few days of the publication of the last list of silver 
hoarders it was remarked that for several days a mysterious large 
buyer had been appearing on the silver market and had report- 
edly acquired some 20,000,000 ounces of spot and futures silver. 
It was assumed that this buyer was the Treasury stabilization 
fund, as was indeed later admitted. While President Roosevelt 
was expressing doubts as to the case for silver as money, it was re- 
ported that he had not shut the door to aid for silver as a com- 
modity. The President did not, in fact, make any public state- 
ment on his attitude. But Senator Pittman went on record to ex- 
plain the President’s views. He gave out a lengthy commentary 
on his impressions of the stand the President had taken in his re- 














THE SILVER EPISODE 825 


cent conferences with the silver bloc. “The President,” he said, 
**. ... indicated no opposition to the restoration of such balance 
in our currency—3o per cent silver and 70 per cent gold.” But 
Senator Thomas was now forcing the Senate to consider manda- 
tory legislation. His Silver Amendment to the Glass banking bill 
came as a surprise move just before the scheduled final vote. The 
silver bloc had no faith in a nonmandatory bill. Thomas was per- 
suaded to withdraw his amendment until the bloc could confer 
with the President; but immediately Senator Huey Long of Louis- 
iana introduced a similar silver amendment along Dies-Thomas 
lines, whereupon Senator Thomas reoffered his amendment as a 
substitute. A real filibuster was on. Silverites displayed more 
confidence, many contending they were “absolutely sure” the 
President had no objection to their ultimate goal. Just what was 
their ultimate goal, or goals, they did not specify. Certainly there 
was much rivalry within the group; there were almost as many 
silver plans as there were silver congressmen. One thing they had 
in common, however: a desire for a higher price. 

A showdown with the President was ever imminent. On May 5 
(on the train en route to the funeral of the late Treasury Secretary 
Woodin) a group of silverites obtained from the President an 
agreement to study their proposals. “Compromise,” that good 
old American stand-by, was in the air. Three days later a group 
of silverites left a White House conference wreathed in smiles. 
Utah’s Senator Thomas announced: “All that remains is the 
question of language.”’ In the markets, silver futures strength- 
ened. Senator Elmer Thomas disclosed more detail: Our reserves 
would be built up to one-fourth silver; all the silver in the country 
would be nationalized at 50 cents per ounce; permissive open- 
market purchases by the government would be undertaken. The 
White House gave out a bulletin that the President and the Secre- 
tary of the Treasury had further discussed with a number of 
senators “two points regarding the further use of silver. . . . . aes 

13" Reported as attending the meeting were King (Utah), Pittman (Nevada), 


Thomas (Oklahoma), McCarran (Nevada), Adams (Colorado), Smith (South Caro- 
lina), and Borah (Idaho), the lone Republican. Herman Oliphant, Treasury coun- 
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Treasury General Counsel Oliphant, it was announced, was to 
work out the text of a bill next day at the capitol. 

All was not yet settled, however. At his press conference on 
May 9g the President announced that only permissive silver legis- 
lation had been discussed; and that such a project, moreover, was 
“not on the urgent list.”” At the capitol conference Secretary Mor- 
genthau meanwhile read a Treasury draft bill embodying the ad- 
ministration’s interpretation of the White House silver bloc agree- 
ment. This version did not meet the silver bloc’s wishes, and 
Senator Borah walked out of the meeting indignant because the 
bill was not mandatory. But on this point the administration 
would still not yield. A deadlock had been reached. For several 
days uncertainty prevailed, with some silverites threatening to 
carry the issue to the country."*? On May 16 a compromise was 
rumored to have been reached, and it was announced that the 
President was preparing a message to Congress on silver. Perhaps 
the die-hard silverites were disappointed; not as to what they had 


sel, was also present. (According to Senator Pittman in the Congressional Record 
[May 22, 1934, p. 9493], the group also included Senator Shipstead of Minnesota.) 

The following excerpt from an article by Elliott Thurston in the Washington 
Post of May 9, 1934, refers to the White House meeting: 

“Thomas allegedly said many Democratic Congressmen might be defeated this 
fall unless something important was assured for silver now. ‘Oh, I hardly believe it 
is that serious,’ the United Press quoted Roosevelt as replying, with his usual smile. 

“Senator Borah, the sole Republican present, interposed that in any case unless 
something is done for silver ‘there’s no use to try anything else at this session.’ This 
allusion to filibustering tactics, drew a sharp glance but no comment from Mr. 
Roosevelt. .... 

“Adams said there had been a ‘close approach’ to agreement, and thought the 
Government would buy up to 50,000,000 ounces of silver a month. Borah remarked 
that he would believe in an agreement when he saw it in writing and added, ‘We 
haven’t settled anything definitely.’ King is to lead some of the silverites to the 
Treasury today for the bill-drafting talk with Morgenthau and Oliphant.” 

Republican though he was, Senator Borah was destined to have his way as to a 
mandatory law. 


132 The deadlock centered around the “mandatory” feature. The Morgenthau 
version of the White House agreement, according to one reporter, started out as fol- 
lows: “It is the sense of Congress . . . . ” whereas the silver bloc wanted the law to 
state unequivocably: “It is the policy of the United States. ... . ” Senator Borah, 
it was further reported, thereupon threatened to carry the issue to the country and 
postpone a vote until next session of Congress. This threat may have been decisive. 
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obtained, but as to what further they might have obtained. Yet 
theirs was the victory, for the President had finally capitulated." 
What considerations had eventually influenced the President in 
his decision we do not know. It seems quite possible that a New 
York newspaper columnist contributed during the last crucial 
hours just that combination of ideas necessary to break the dead- 
lock. Some of the senators who participated in the final discus- 
sions reported that the President had cited favorably an article in 
which Mr. Walter Lippmann had given reasons why he consid- 
ered that silver should be made basic money. It was remarked 
at the time that Senator Borah had had inserted in the Congres- 
sional Record Mr. Lippmann’s article in the New York Herald 
Tribune of May 15 entitled “A Silver Policy.” This article, which 
is particularly interesting because it set forth exactly the formula 
so necessary to a compromise, asserted: 


Thus an effective silver policy would require a mandatory declaration by 
Congress that silver was in fact an equivalent for gold. A prudent silver pol- 
icy would require that the President should be free to decide at what price 
he will buy and sell silver. The mandatory declaration is desirable because 
it is the most convincing way to make plain to the whole world that a rival 
for gold has been created by the nation which has the resources needed to 
make the rivalry effective. The execution of the policy should be permissive 
because Congress, when it adjourns in a few weeks, cannot hope to foresee 
all that may happen in the world until next January. 


It is somewhat ironical, if a fact, that a policy of such importance 
was facilitated by a columnist’s prosilver article in the most prom- 
inent and consistent antisilver newspaper of the 1930's. 

The President might have decided to veto any mandatory bill. 
But that would have made enemies in Congress, whose adjourn- 
ment he was anxious to see. To that end he was now making un- 
usual gestures."34 But this last concession to silver was destined 

33 A contemporary news report described the White House Conference of May 


16 at which the text of the proposed bill was read. At the words “authorize and di- 
rect,” reported the United Press, the President paused. It quoted him as repeating: 


“Authorize a. d direct, eh? . . . . and direct?” After glancing at the faces of the as- 
sembled sily - es, he added: “Oh well, I guess that’s alright.” 
4p 1 leveland, as a candidate for renomination, was warned by his party 


managers tha: co come out against silver would be to destroy his political future. 
His reply was this: “I am supposed to be a leader in my party. If any word of mine 
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to cause him and his administration much tribulation, abroad as 
well as at home. 

In a special message to Congress on May 22, 1934, the Presi- 
dent formally requested passage of a silver-purchase act. In 
many respects the message seemed to depart from the common 
usage of monetary terms. But its purpose was quite clear. The 
document took the form of a recommendation to Congress “‘to 
increase the amount of silver in our monetary stocks with the 
ultimate objective of having and maintaining one-fourth of their 
monetary value in silver and three-fourths in gold.” The Gold 
Reserve Act of 1934, stated the message, had been only a step in 
the organizing of a “sound and adequate” currency system. “As 
a part of the larger objective, some things have been clear. One is 
that we should move forward as rapidly as conditions permit in 
broadening the metallic base... . . Another is that we should not 
neglect the value of an increased use of silver in improving our 
monetary system. Since 1929 that has been obvious,” he said. 

As “appropriate for independent action by us” were “some 
measures for making a greater use of silver.’’ This included, some- 
what paradoxically, “increasing the proportion of silver. in the 
abundant metallic reserves back of our paper currency.” It would 
be “helpful to have legislation broadening the authority for the 
further acquisition and monetary use of silver.” The President 


can check these dangerous fallacies, it is my duty to give that word, whatever may 
be the cost to me.” Shortly afterward he made public a letter giving his views on 
“the dangerous and reckless experiment of free, unlimited and independent silver 
coinage.” (See editorial in the New York Times, September 30, 1934, for other ex- 
amples of presidential leadership under similar circumstances.) 

During the 1936 presidential campaign President Roosevelt took credit for the 
benefits to the West arising from the silver program, and thus assumed responsibil- 
ity for the latter. In his speech of October 12 at Denver he alluded to the assistance 
which the administration had given to the miners of the West, both indirectly and 
“by direct action as well. When we . . . . purchased gold and purchased silver too, 
you in the mountains felt the old thrill of the search for precious metal. . . . . The 
great bullion reserves now in the United States Treasury—and you in Denver know 
something about that-~are sufficient to redeem every dollar of our currency far 
more than one hundred per cent, and yet people for partisan purposes are willing to 
spread the gospel of fear that our currency is not on a sound foundation .. . .” (see 
Rocky Mountain News [Denver], October 13, 1936). 

In Liberty of March 19, 1938, President Roosevelt described the silver policy 
as one of the chief foundations of the whole recovery program. 
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“should be authorized and directed to make the purchases.”*s 
The recommended legislation should include provision for nation- 
alization of “present surpluses of silver in this country” and gov- 
ernment regulation of dealings in silver. Nationalization should 
be effected by purchases at not in excess of 50 cents and there 
should be a tax on silver-trading profits. (As we shall see, the 
law was so worded as to enable the holders of the “present sur- 
pluses” to avoid the tax.) 

The President’s message further made reference to concerted 

action by all nations. 
....if a permanent measure of value, including both gold and silver, is 
eventually to be made a world standard. To arrive at this point we must seek 
every possibility for world agreement. ... . At no time since. . . . 1878 have 
conditions been more favorable for making progress along this line. ... . 
Accordingly, I have begun to confer with some of our neighbors on sym- 
metalism.'* 

The President’s surrender was quite complete, despite pretend- 
ed grumbling from some of the silver statesmen. The acceptance 
of this silver program was viewed critically in some quarters as 
being against the public interest. And there were those who con- 
sidered the program as against the best interests of the adminis- 
tration. In the midst of readjustments caused by one fundamen- 
tal monetary experiment with gold, the President had been 
obliged to adopt another experimental monetary program, dis- 
cretional as to timing, but mandatory in its terms; and he had, 
moreover, entered a gentlemen’s agreement to execute it faith- 
fully and—in his own word—“enthusiastically.” 

When the White House message on silver had been read to the 
assembled Senate, the senior Senator from Nevada immediately 
rose to introduce bill S. 3658 embodying the President’s “recom- 
mendations.”’ Many “facts” about silver, Mr. Pittman stated, 

135 Author’s italics. 

136 There is good reason to believe that the President’s understanding with the 
silver bloc required him to seek foreign support for the idea of symmetalism. The 
desire abroad for currency stability during this period indeed gave this country great 
prestige in any monetary discussiuns. But, if the year 1934 was in fact the most fa- 
vorable since 1878 for the plans of the silver bloc, there is as yet no evidence to show 
that the President’s conferences with our neighbors bore any fruit. Europe was cer- 
tainly much more receptive to silver in the nineteenth century than it has ever been 
since, as the London conference had verified. (Italics are mine.) 
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had been learned by Congress and the general public. (After three 
years of intensive propaganda, that result can hardly be disputed.) 
“T am now about to introduce a bill which is an administration 
bill .... prepared by the Treasury Department under the in- 
struction and supervision of the President. .. . . Let me say that 
while this is the President’s bill, I do not feel that the President 
would desire to claim the entire credit for it... .. ” The Senator 
paid special and significant compliment to “Mr. Oliphant, the 
general counsel of the Treasury, who was of splendid assistance 
in this matter.” He cited a statement he (Pittman) had made in 
1933 “to the Committee for the Nation, of which at that time the 
Senator from Oklahoma [Mr. Thomas] was acting as chairman.” 

After the bill had been read, Senator Pittman resumed his 
speech of explanation. He referred to the position of silver in our 
currency system in 1900. “Readjustment” to that condition had 
been found necessary; finding that we would bring the currency 
back nearly to normal, there could be no uneasiness with regard 
to those who fear inflation. “The Secretary of the Treasury and 
his expert advisers . . . . desired that there be no mandatory fea- 
tures..... I can understand their feeling. They know little 
about silver. They suspect much with regard to silver. They are 
misadvised by distinguished and learned professors who know less 
about silver.” 

And so a mandatory bill had been prepared, but with one per- 
missive feature: no fixed schedule of required purchases. Rather, 
the President “should in good faith” carry out the program. Na- 
tionalization, he said, had been “very carefully worked out... . 
to make sure that no one is deprived of silver bullion without due 
process of law.” As to the tax on silver profits, it was not to apply 
to American-mined silver, “because it is not a profit transaction.” 
The President’s message on silver had mentioned the need of in- 
ternational action on silver. Referring to this, Senator Pittman 
could only say “.... it... . seems to me almost absurd.” 

Senators Elmer Thomas and Huey Long were outspoken in 
their disappointment with the failure to obtain full remonetiza- 
tion of silver. To Mr. Long the bill was only “another all day 
sucker.”’ But Senator Pittman was frankly pleased. To him the 
bill was “an excellent one . . . . a magnificent compromise.” 
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The passage of the silver bill by the House was characteristic 
of the monetary legislation of the period. As in the case of the 
Gold Reserve Act, it was rushed through as if an emergency 
measure, and there was every evidence that the House as a whole 
had no idea of its implications or meaning, other than that it had 
the approval of the White House. Nothing else mattered. 

Because of its tax provision the bill was considered by the 
House Ways and Means Committee, which held only perfunctory 
hearings."*? No opponents were called to testify."** There was, 
of course, some acrimonious debate, but opposition was utterly 
futile and on May 31, nine days after the President’s message, the 
House enthusiastically passed the bill by a vote of 263 to 77, with 
go members not voting."*® On June 7 the measure came before the 
Senate for consideration. On June g it was decided to limit debate 
on the bill, and on the eleventh debate was concluded and, with 
minor amendments, the measure passed by a vote of 54 to 25, 
with 17 senators not voting. Among the 54 were 7 Republicans 
and 1 Farmer-Laborite. The 25 against the bill included 6 Demo- 
crats and 19 Republicans.'*? That same day Secretary Morgen- 
thau announced the receipt of 5,000,000 ounces of silver from Lon- 
don. Returned for House approval, the bill on June 13 “slipped 


137 Silver Purchase Act of 1934: Hearings before the Commitiee on Ways and Means, 
House of Representatives, 73d Cong., 2d sess. on H.R. 9745, May 25 and 26, 1934 
(Washington, 1934). 


138 At Republican insistency, Professor E. W. Kemmerer was invited, but too late 
to permit his attendance (see Congressional Record, May 30, 1934, p. 10341; cf. also 
Pp. 10323, col. 2). The Appendix of the Record for May 31 (pp. 10469-72) contains 
the “majority” explanation of the failure to call opponents to testify. Congressman 
Doughton’s remarks (p. 10471 and passim) illustrate the vague notions held or pur- 
ported to be held concerning the supposed benefits of the Silver Purchase Act. 


139 For the roll call on the vote see Congressional Record, May 31, 1934, pp. 10414- 
15. In the debate Congressman Dies was frank to admit: “The bill is designed to 
increase the world price of silver.” Congressman McFadden stated that “René 
Léon represents and is the real lobbyist of those who are interested in raising the 
price of silver, and I have no doubt but those men who have speculated in silver had 
advance information.”” He made mention of “speculators who had inside informa- 
tion, like James P. Warburg and Bernard M. Baruch, whose concerns have made 
big profits in the speculation in silver.” 

14° The six Democrats were Brown, Copeland, Glass, Gore, Wagner, and Walsh. 


Paired against the bill were Reed, Keyes, Fess, Vandenberg, Carey, Hebert, and 
Walcott. 
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through the chamber with less than ten minutes debate.’"* At 
9:00 P.M. on June 19 President Roosevelt affixed his signature. 
That the Silver Purchase Act was in reality a minority meas- 
ure was admitted, inadvertently we may assume, by Senator Pitt- 
man when in 1935 he told the Senate: “A great majority of the 
people of our country were imbued with the idea, by reason of the 
debates in the ‘Bryan Age,’ that silver was a dishonest money 
.... and that is still the opinion of the majority of the people of 
this country and a majority of the economists of this country.””*# 
Providentially for the silver bloc, the majority was overruled. 
The Silver Purchase Act of 1934 may be best described by 
summarizing it under several headings, as follows:'* 
Purposes.—Section 2 of the Act reads as follows: 
Sec. 2. It is hereby declared to be the policy of the United States that the 
proportion of silver to gold in the monetary stocks of the United States 


should be increased, with the ultimate objective of having and maintaining, 
one fourth of the monetary value of such stocks in silver. 


Thus the expressed purpose of the Act was to increase the total 
monetary value of the silver in our monetary stock. In the Gold 
Reserve Act of 1934 the President had been given the power to 
reduce the silver content of the standard silver dollar, a power 
which enabled him to increase the monetary value of silver in 
the United States and thereby accomplish the stated purpose of 
section 2 of the Silver Purchase Act. But such manner of accom- 
plishing the stated objective of the Silver Purchase Act of 1934 
was never in the minds of the majority of congressmen and sena- 
tors who voted for the bill. They had in mind an increase in the 
physical quantity of silver, rather than an increase in its nominal 
value."*4 

14 Washington Post, June 14, 1935. 

142 Congressional Record, April 11, 1935, p. 5607, col. 2. 

143 The act was designated as Public No. 438, 73d Cong. (H.R. 9745). 


144 By the monetary value of silver coins is meant the price per fine ounce troy 
at which the silver content of a full-weight coin would, as bullion, be worth the face 
value of the coin. The monetary value of silver in the case of the standard silver 
dollar is at present $1.2929+ per fine ounce; in the case of subsidiary silver coins of 
the United States, $1.3824+. In other words, an ounce of silver will make $1.29+ 
in standard silver dollars or $1.38+ in fractional silver coins. For the definition of 
‘monetary value” as used in the Silver Purchase Act, see the text of the Act itself. 
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Contrary to an impression very current in 1934 and 1935, no 
provision of the Silver Purchase Act specifically states as its ob- 
jective the raising of the world-market price of silver to $1.29 
per ounce. Section 3 merely provides that if the world-market 
price of silver should ever exceed the monetary value thereof, 
which, on the basis of the content of the existing silver dollar, is 
$1.29+, purchases shall be suspended. Yet it is clear that various 
senators and congressmen conceived the real purpose of the Act 
to be to raise the price of silver to $1.29 per ounce."*s In section 4, 
however, the Act provides that the Treasury may sell from its 
acquired stock of silver whenever the price of silver exceeds its 
monetary value (i.e., exceeds $1.29+). From this proviso some 
might argue that the real purpose of the Act is not that which 
appears in section 2, already cited; but to this writer it seems 
clear that the implied objective of section 4 is subordinate to the 
explicit objective set forth in section 2. Whether it is kept sub- 
ordinate depends upon administrative interpretation. 

The purposes which motivated those who voted for the Act’s 
passage were numerous. Among the lesser known yet—amazing 
as it seems—effective arguments was Senator Pittman’s urging 
that the position of silver in our metallic monetary stocks be re- 
stored to that ratio which it occupied in 1900. “It was to restore 
that balance, to increase our monetary base, to remonetize silver, 
and to restore its parity that the Silver Purchase Act of 1934 
was enacted.’”"4° In view of the current demands for reform of the 

45 In 1896 “16 to 1” meant a price of $1.29+ for silver. This was based on a 
price of $20.67+ per fine ounce for gold, our statutory price. In 1934 a new price 
of gold was fixed by the President, namely, $35.00 per ounce. At $1.29+-, silver 
therefore would have a ratio of about 27 to 1. It seems unnecessary at this point to 
refer to the power given the President in the Gold Reserve Act of 1934 to increase 


the “monetary value” of silver. Should he reduce the content of the standard silver 
dollar the “monetary value” of silver would become greater than $1.29 per ounce. 


14 Senator Key Pittman, Congressional Record, April 11, 1935, p. 5606. Cf. also 
ibid., May 22, 1934, p. 9494, col. 1. Because we had in 1900 less gold, hence pro- 
portionately more silver in our monetary system, the Senator held it was logical to 
return to that position. But why just 1900? We may ask; why not 1800? 

In 1900 the proportion of silver in the United States monetary system was ab- 
normally large as a result of fifteen years of silver purchases between 1878 and 1893. 
The silver which had been added to the monetary stock in those years had never 
been withdrawn. Moreover, our gold stocks were still low, reflecting in part the pre- 
vious flight from the dollar as a result of our silver purchases. In the interval be- 
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economic system and for abandonment of outworn restrictions 
for mere tradition’s sake, the reasoning that we should restore 
“that which was” seems distinctly unconvincing. Yet it must be 
listed among the objects of the Silver Purchase Act. 

Required purchases.—At the time the Act was passed the mone- 
tary stock of gold was approximately $7,850,000,000, one-third of 
which was $2,617,000,000. Silver already in the United States 
currency system, in circulation and otherwise held, had a “mone- 
tary value” of approximately $898,176,000 (694,645,065 ounces 
at $1.29+ per ounce). Therefore, the Treasury in June, 1934, 
was obliged under the Act to increase the silver currency by 
$1,718,824,000, or by about 1,332,000,000 fine ounces. But if the 
stock of gold were for any reason to increase, the amount of silver 
required would automatically increase. This result, indeed, econ- 
omists regarded as inevitable, for by the government’s gold 
policy the dollar had been greatly undervalued, a factor sure to 
stimulate a large gold inflow from abroad and thus increase the 
amount of silver needed. The tendency moreover was augmented 
by general unsettlement abroad. Such gold inflow was already in 
progress, and, continuing during the remainder of 1934 and sub- 
sequent years, it greatly increased the amount of required silver 
purchases."47 Had the purchases not been mandatory, no diffi- 
culty need have made itself felt. But, as was pointed out in the 
Senate, the Act was mandatory both textually and by gentleman’s 
agreement. 

Sale of silver —Section 4 of the Act provides that whenever the 
price of silver exceeds $1.29+-,, or whenever silver in the monetary 


tween 1900 and the 1930’s, large amounts of gold were added to the United States 
monetary stock. Although the silver was not reduced, the increase in the gold nat- 
urally caused the silver to occupy a relatively less conspicuous position. What Sena- 
tor Pittman argued for was a restoration of silver to the more conspicuous position 
of 1900. In other words, he was citing a visible result of the errors of past monetary 
policy to justify a new error in 1934. 

«47 The gold content of the dollar, our standard of value, had been reduced about 
40.94 per cent from 25.8 grains to 15 5/21 grains. But, although the standard of 
value had been cheapened in terms of gold and foreign currencies, prices at home ex- 
pressed in that standard had only partly readjusted themselves, not having risen 
proportionately. Hence foreign holders of gold sent it here where it would buy more 
than abroad. 
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stocks is greater than one-fourth the total of gold and silver, the 
Treasury may sell silver which it has acquired under the Act. 
By this means it was intended to carry out the “maintaining” 
policy of the Act. 

Silver certificates —Section 5 governs the issuance of silver cer- 
tificates. The Treasury is required to issue certificates up to the 
cost value of the silver acquired under the Act. This section per- 
mits the secretary of the Treasury to issue certificates against all 
silver held or to be acquired. All silver certificates of the United 
States are declared full legal tender and redeemable in standard 
silver dollars." 

Treasury control of market.—Section 6 insures ample power to 
the Treasury to regulate silver trading in the United States. 

Nationalization.—Provisions for nationalization (the taking- 
over by the government) of silver appear in section 7. National- 
ization may be ordered as often as the Treasury desires, provided 
there be “returned’’ for silver called in, fair value at the time of 
the nationalization order. This section, it should be noted, did 
not specify that nationalized silver be “purchased” by the gov- 
ernment. Silver would be turned in under a nationalization order 
as a “delivery,” and instead of payment being made for it, there 
would be returned therefor its monetary value less seigniorage. 
Thus, by specific provision of the Act, holders of nationalized 
silver would avoid the special tax mentioned below. 

Tax on silver-trading profits—Section 8, inserted at Treasury 
instance, contains the details governing the 50 per cent tax on 
silver-trading profits. This tax was intended to apply only to 
speculative transactions. Its purpose was “to limit undue profits 
by persons who buy silver in competition with the Government 
for the purpose of selling it later at a higher price, directly or in- 
directly, to the Government..... 249 Section 8 made the tax 
retroactive to and including May 15, 1934.'*° 


48 The legal-tender provisions created no new status, since Public Resolution 
No. 10 of June, 1933, had already made silver certificates full legal tender, along 
with all other forms of United States currency. 

49 Senator King, Congressional Record, August 26, 1935, p. 15042. 

18° On June 19, 1934, the Treasury issued Regulations 85, a forty-two-page book- 
let relating to this tax. On November 4, 1935, the Court of Claims of the United 
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Definitions.—Section 9 empowers the President to approve 
rules and regulations necessary to carry out the Act. The last 
part of section 8 and section 10 contain definitions of terms. 

Our monetary standard not altered.—Prior to March 4, 1933, the 


_ currency of the United States was redeemable in gold internally 


and externally. Under the Gold Standard Act of 1900 all forms 
of United States currency were maintained at parity with gold. 
In March, 1933, the gold standard was suspended by this coun- 
try; gold redemption was temporarily discontinued. The Gold 
Reserve Act of 1934 substituted “gold certificates” for gold in 
the statutory-reserve requirements; internally the currency was 
left irredeemable, except as approved by the President. In includ- 
ing silver in the monetary stock of the United States, the Silver 
Purchase Act of 1934 did not change this status. It did not re- 
store bimetallism at 16 to 1 or any other ratio. It did not alter 
the use of silver certificates or silver dollars in bank reserves. It 
did not bring about symmetalism. True to its title, it was and to 
date has remained a “silver-purchase act.” But if carried to con- 
clusion the Act might—in a limited sense—temporarily result in 
bimetallism, at a ratio of about 27 to 1, being maintained by the 
United States alone. Section 4 permits the Treasury to sell 
silver under certain circumstances. If the world-price of silver 
should reach and exceed $1.29+ while a large quantity of the 
metal still remains to be bought, the Treasury may, if it wishes, 
sell silver and virtually stabilize the price; or in other words, it 
may maintain “bimetallism.” Once the purchase program is com- 
pleted as to quantity, however, a decline in the world-price of 
silver will no longer be subject to Treasury correction and the 
“bimetallism”’ will come to an end. 

Since silver was not made a money of ultimate redemption, its 
position in our monetary system was left that of a domestic fiat 
currency. As a part of our “monetary reserve,”’ under foreseeable 
conditions available for sale only after we have accumulated the 


States ruled that the retroactive tax feature of the law was unconstitutional (see 
New York Herald Tribune, November 16, 1935), but the United States Supreme 
Court on January 11, 1937, reversed the Court of Claims ruling and upheld the tax 
provision (New York Times, January 12, 1937). 
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largest stock of silver in history, such buried metal is no more 
useful than any other commodity possessing only a limited de- 
mand.** Circumstances are hardly conceivable under which this 
country might realize the cost of the newly accumulated silver, 
to say nothing of our earlier national hoard. In a period when 
the tendency everywhere was for simplification of currency sys- 
tems,’ the Silver Purchase Act grafted on our monetary struc- 
ture a huge anachronistic appendage of value to a mere sprinkling 
of silver producers and speculators. It needlessly “broadened” 
our metallic stock when our gold reserves were at an all-time 
high and when the Federal Reserve System was swollen with ex- 
cess reserves. This it did to no good purpose, since silver is not 
a primary reserve so long as we adhere to a gold basis. The Act 
did not necessarily imply a net increase in our circulating medium, 
but merely the substitution of new silver certificates for Federal 
Reserve notes and other forms of currency. It did imply a change 
in the quality of our currency, much as greenbacks would have, 
and it thus substituted an “inelastic” for an “elastic” element. 

If the Act had been merely futile it would have been bad 
enough. But the “magnificent compromise” was more than a 
political patchwork, more than just a device to make the Treas- 
ury pile up at inflated cost thousands of tons of a metal which, 
if by law permissible, could never be sold except at a “magnifi- 
cent” loss. As a useless asset the silver could not strengthen our 
monetary structure. The mandatory feature of the Act as regu- 
lated by the original gentlemen’s agreement between the silver 
bloc and the administration entailed inevitable grief, both diplo- 
matic and political. This was not a matter for experiment to 
verify; it was an inescapable truth which had been thoroughly 
revealed long before the Act’s passage. The development of the 
inevitable consequences, however, was of no interest to the silver 
bloc so long as the general public remained indifferent. 

st Our earlier history illustrates this point: During the life of the Sherman Sil- 
ver Purchase Act of 1890-93 the balance of international payments was against us 
and we were forced to export our gold reserves. Silver was not so used because it was 
not acceptable to Europe. 


182 The elimination of national bank notes, gold certificates, and Federal Reserve 
bank notes may be cited as illustrations of the simplification referred to. 








FALSE ISSUES IN THE INTEREST-THEORY 
CONTROVERSY’ 


E. S. SHAW 
Stanford University 


IHESE notes are not exploratory—their topics are time 
and Mr. Keynes. Their conclusions have been fore- 
shadowed by Mr. Robertson, Professor Ohlin, and others. 
The justification for writing them is that previous efforts to say 
much the same thing have misfired for lack of as broad a target 
as now presents itself. 
The principal conclusion will be that Mr. Keynes’s differences 
. with his critics in interest theory are the product of his confusion 
between stocks and flows and between short-period and long- 
period equilibrium. Once this fact is grasped by Keynesians and 
anti-Keynesians alike, a sensible degree of unanimity will be 
within reach. 
Mr. Keynes recently announced an amendment to his theory 





of interest.? It consists of a new determinant of the rate of in- 
4 terest, “finance.” The discovery rates so high in his estimation 
that he has called it the “coping-stone”’ of his theory. His en- 
| thusiasm is excessive. If “finance’’ is carefully defined, it may be 
i fitted into the old structure as a minor elaboration; a gargoyle 
perhaps, but not a “coping-stone.” I shall feature it in my argu- 
! ment solely for the reason that it is a very convenient hook on 
I which to hang my criticisms of Mr. Keynes’s general body of 
‘ thought. 

i “Finance” consists of the cash balances which enterpreneurs 
accumulate in preparation for outlays on new capital goods or 


stocks of consumption goods. It is a new type of “active” bal- 


The writer is indebted to Mr. D. H. Robertson of Trinity College, Cambridge, 
for his criticisms of this paper in the early stages of its preparation and to the Social 
Science Research Council for the fellowship which made the study possible. 
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? Economic Journal, December, 1937, pp. 663-69, and June, 1938, pp. 319-20. 
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ance. One can fit it into the liquidity-preference theory of inter- 
est very simply, as in Figure 1. This defines the conditions gov- 
erning the level of interest rates in, say, period 1.' Interest rates 
are measured along the Y axis, quantities of money along the X 
axis. AA’ is the demand curve for the familiar “transactions” 
and “precautionary” balances. Its interest elasticity is zero, or 
nearly so, according to Mr. Keynes:* habits of the money-using 
public and the prevailing level of income settle its position. FF’ 
is an aggregate demand curve, combining AA’ and the curve of 
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Fic. 1.—Determination of the interest rate from the demand for and supply of 
cash balances. 
demand for “finance.” The latter is derived from the schedule 
for the marginal efficiency of capital and the financial habits of 
those entrepreneurs who are planning investment outlays for the 
near future. LL’ is also an aggregate curve, combining AA’, FF’, 
and the public’s curve of speculative liquidity preference. CC’ is 
the supply curve for bank credit. The rate of interest, M’, is de- 
fined by the intersection of CC’ and LL’, OM, the total money 
supply, is divided into three parts: OA, the amount needed for 
the public’s active balances; AD, “finance” or the amount held 
by businessmen preparatory to investment outlay; and DM, 
speculative balances. 

3 A period is a stream of moments in time over which specific coefficients de- 
termining the status of cash balances are effective. 

4 The General Theory, pp. 171, 197- 
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If prospects for new investment improve, the curve of demand 
for “finance”’ will shift in period 2 to the right of its initial posi- 
tion. The aggregate curves FF’ and LL’ must shift too, along 
the supply curve CC’. AD will increase, partly at the expense of 
DM partly by reason of expansion in the money supply.’ The 
rate of interest will rise to compensate the public for relinquish- 
ing liquid funds and the banks for working on lower reserve ratios. 

The need for “finance”? passes when, in period 3, the invest- 
ment is completed. In the absence of a fresh stimulus to capital 
outlay, businessmen will be content with a reduced supply of 
idle cash. What is the process by which this change in demand 
conditions restores the liquidity of the public and the banks and 
relieves the pressure upon the rate of interest? The straightfor- 
ward story is that at some moment after the completion of the 
investment expenditures cash reaches someone whose marginal 
rate of liquidity preference is depressed below the rate he is obli- 
gated to pay on outstanding bank loans or that he is able to ob- 
tain on securities. He discharges his loan or adds to his portfolios 
and the rate of interest falls toward the level obtaining in pe- 
riod 1. 

Mr. Keynes gives three accounts of the liquidation of “finance.” 
All of them are incorrect and each reveals a confusion between 
stocks and flows in Mr. Keynes’s doctrine. He suggests, first, 
that the expenditure of “finance” in the process of investment 
replenishes speculative balances sufficiently to lower the rate of 
interest to the level of period 1.6 According to his second account, 
liquidity is restored when entrepreneurs receive the proceeds from 
sales out of stocks of goods in which the investment has been 
made: “For consumption is just as effective in liquidating the 
short-term finance as saving is.”’ The third version is that liquid- 
ity is restored when entrepreneurs float refunding issues against 
the savings that have resulted from the increment of invest- 
ment.® 

5In Mr. Keynes’s model the banks provided the increment in “finance.’’ The 


principle is not, affected and a closer approach to reality is achieved by allowing for 
a drain upon speculative balances. 


® Economic Journal, December, 1937, p. 666. 
7 Ibid., pp. 667-68. 8 Ibid., p. 669. 
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The first account is clearly unsatisfactory. The mere expendi- 
ture of “finance”’ balances is not adequate to reduce the rate of 
interest to its original level. As Mr. Robertson has indicated, the 
first destination of the funds is likely to be nonspeculative bal- 
ances, OA.° And if the investment multiplier is moderately large, 
successive diminishing increments to the total income stream may 
Pefer the shift of cash to speculative balances for a very consider- 
able time.*® Mr. Keynes may have been assuming a normal figure 
for OA, one not subject to change during short-lived fluctuations 
in investment. In that case DM, speculative balances, would be 
the only depository for cash no longer required for “finance.”’ 
But the assumption would be highly arbitrary and not at all 
appropriate to the dynamic model that Mr. Keynes was using. 

Mr. Keynes’s error may have been in assuming that the pub- 
lic’s active balances could not absorb the “finance” released by 
the entrepreneurs. There is a possibility, however, that his mis- 
take was even more serious. At the moment cash is received by 
the creditors of the investing entrepreneur an income period may 
be considered closed. For that period investment may be re- 
corded, equal to the disbursement, and saving of like amount, 
equal to the receipt. Is it possible that Mr. Keynes interpreted 
the increase in saving, equal to “‘finance,” as an improvement in 
liquidity? If he is guilty, he has identified 2 flow, savings, with 
a stock, speculative balances. He has ruled that cash supplies 
are adequate to reduce the interest rate, because ex-post-savings 
are equal to ex-post-investment! 

Mr. Keynes frankly resorts to flow terminology in his second 
account. In case investment takes the form of an increase in 
stocks of consumption goods, consumption will do the trick of 
restoring the public’s liquidity. In advancing this point, Mr. 
Keynes believed he was achieving a minor triumph over Professor 

9 Ibid., June, 1938, p. 315. 

10 Mr. Keynes modified this first account in a later instalment of the controversy. 
He admitted a time lag between expenditure and restoration of liquidity equal to 
the “circulation period”’ between the receipt and the disbursement of income by the 
public. The concession is not adequate. Only when the multiplier is extraordinarily 


small will the ‘‘circulation period” of which Mr. Keynes speaks approximate the 
duration of the multiplier’s repercussions on income and active balances. See ibid., 


Pp. 320. 
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Ohlin, who had implied that the reduction of the interest rate 
would be the result of interaction between saving and investment 
(in his sense).“ Actually it is not consumption that restores 
liquidity. The decision to disinvest is the crucial factor. Unless 
the entrepreneur were content to see his stocks drop to the previ- 
ous low level, the proceeds of his sales would not be available for 
the discharge of debt. 
Even if disinvestment (a flow) be substituted for consumption 
(also a flow), the idea is a strange one for Mr. Keynes. Never be- 
fore has he seen fit to accord to a flow a determining influence 
upon the rate of interest. He and his disciples severely censure 
anyone who prefers to explain a phenomenon, which Keynesians 
; regard as an affair of stocks, by an analysis running in terms of 
flows or rates.” 
. The core of Mr. Keynes’s third account is that the entre- 
4 preneur, who has invested in durable goods, floats securities to 
1 





obtain the funds he requires for discharging the original indebted- 
ness. As Mr. Keynes puts it, the securities issued to refinance the 
investment are “taken up” by the savings resulting from the in- 
vestment. This is a flow type of analysis, and is as alien to the 
Keynesian tradition as version number two. There is a more 
serious criticism. Mr. Keynes does not indicate that the time 
lag between the completion of the investment and the flotation 
of the securities is significant. Presumably it is his belief that no 
i special burden would be thrown upon the capital market if the 
I securities were to be floated shortly after the completion of the 
" durable asset. That cannot be so. The trickle of cash into specu- 
lative balances after the invest-nent expenditure is a slow process. 
If the issue of securities and the repayment of the bank loan anti- 





™ Ibid., December, 1937, p. 667. Mr. Keynes revived the point in a subsequent 
rejoinder to Mr. Robertson (ibid., June, 1938, pp. 321-22). 


2 A peculiar inversion of this criticism may be found in an article by Mr. Keynes 
in the Economic Journal for June, 1937, p. 247: “Credit, in the sense of ‘finance,’ 
looks after a flow of investment. It is a revolving fund which can be used over and 
over again. .... But credit, in Prof. Ohlin’s sense of ‘saving,’ relates to a stock. 
Each new net investment has new net saving attached to it. The saving can be 
used once only.”’ But “‘finance”’ is a balance or stock and saving is a flow, the differ- 
ence between two other flows, income and consumption. 
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cipate its completion, a small increase in the rate of interest must 
survive the investment incident. 

This rather obvious fact was hidden from Mr. Keynes either by 
the unrealistic assumption that active balances are rigid at all 
moments, despite changes in the determining coefficients, or by 
a confusion between a flow (ex-post-savings) and a stock (specu- 
lative balances). My impression is that he has translated the 
savings, which by definition equal investment from the moment 
the investment is completed, into effective demand for securities 
at the initial low interest rate. He has savings “taking up” se- 
curities, which, according to any consistent approach to the 
theory of interest, merely equal investment. 

In my judgment Mr. Keynes is guilty of a serious mistake. He 
appears to be sharing with some of his critics a “deep-seated ob- 
session associating idle balances . . . . with some aspect of cur- 
rent saving.”*’ He has concocted an untenable combination of 
stock and flow concepts. 

Mr. Keynes’s difficulty in distinguishing stocks and flows has 
led him astray in interpreting his critics. He concluded his dis- 
cussion of “finance” with this emphatic dictum: 

The investment market can become congested through shortage of cash. 


It can never become congested through shortage of saving. This is the most 
fundamental of my conclusions in this field.4 


His intention, I suspect, was that it should be a lethal blow at 
Professor Ohlin. It misses him cleanly. By “‘cash’’ Mr. Keynes 
means stocks or balances. Ohlin means flows of loan funds from 
specified sources.** By “savings” Mr. Keynes means ex-post-sav- 
ings. The savings which are determinants of the interest rate in 
the Ohlinian system are ex-ante-savings. Mr. Keynes and Pro- 
fessor Ohlin are talking different languages. As a result, the dyna- 
mite in the dictum is very damp. 

The dictum can be read in a manner that would be entirely sat- 
isfactory to Professor Ohlin. In an analysis of the interest-rate 
structure which uses the notion of stocks consistently rather than 

"3 Ibid., p. 251. 4 Ibid., December, 1937, p. 669. 


*s There is evidence that Professor Ohlin is equally blind to Mr. Keynes’s inter- 
pretation of “cash” (ibid., September, 1937, p. 427). 
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the notion of flows, it must be cash, a stock, and not savings, a 
flow, that is scarce relative to the demand for cash to hold. Fur- 
ther, whatever brand of analysis one adopts, the identity of ex- 
post-savings and ex-post-investment holds by definition. If by 
a shortage of savings one means a shortage of ex-post-savings rela- 
tive to ex-post-investment, the statement that such a shortage is 
impossible is a truism. Interpreted in this fashion, the dictum is 
obviously true, but it is no indictment of the opposition. 

Mr. Keynes deplores the concept of ex-ante-saving. In his opin- 
ion it is the worst of a crop of bad ideas currently infesting dis- 
cussions of interest theory. His dislike of the notion is not diffi- 
cult to explain—he misinterprets it." He thinks of it as being 
merely a mental state, a frame of mind, or a plan existing in the 
minds of income receivers as of a specified date, presumably at 
the beginning of an income period. Its time dimension is the same 
as that which he attributes to ex-ante-investment: 

.... aggregate ex-post-investment in any period cannot be related to, 
or compared with, the aggregate ex-ante-investment al any specified previous 
date.*7 
Professor Ohlin’s notion is quite different. His ex-ante-savings 
are not simply a frame of mind. They are a flow of purchasing 
power directed by the income receiver to the securities markets 
or to “hoards.”’ They are the product of a continuing determina- 
tion to divert some portion of the income flow to other uses than 
consumption and of the receipt of income over time."* 

Mr. Keynes is entirely correct in minimizing the significance of 
ex-ante-savings in his sense in his type of analysis of the interest 
rate. He would be entirely correct in outlawing ex-ante-savings 
in Professor Ohlin’s sense from the stock method of analysis. A 
flow is out of order in a balance type of approach. But Mr. 
Keynes is entirely wrong in believing that Professor Ohlin is try- 
ing to use ex-ante-savings in either of these ways. Professor Ohlin 
is actually using ex-ante-savings in the flow sense in a flow method 
of analysis. 


6 For further discussion of this point see p. 855, n. 44, below. 
17 Economic Journal, June, 1937, p. 248 n. The italics are mine. 
"8 Tbid., September, 1937, p. 425. 
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Mr. Keynes has not perceived that there are two methods of 
handling the same fundamental determinants of the rate of inter- 
est.'? The reason is, in part, that he has not weeded out carefully 
the flow concepts that permeate his own analysis as determinants. 
There is one more instance to illustrate this point. 

Misunderstanding of the fact that there are equally precise 
alternative ways of treating the interest problem is the basis, I 
think, for Mr. Keynes’s delight in the “‘coping-stone”’ of his theory. 
In his opinion, Professor Ohlin and others have been arguing 
that the rate of interest may rise as the result of a shortage of ex- 
post-savings relative to the flow of demand for credit to finance 
new investment. He had shown again and again that ex-post- 
savings are invariably equal to ex-post-investment and, therefore, 
that they are adequate to “take up” securities issued after invest- 
ment has been completed. But he had overlooked the possibility 
that demands for financial aid might precede the act of invest- 
ment. To complete his arch he felt it necessary to prove that if, 
in such a case, the rate of interest were to rise, the fault would 
lie with the status of balances, not with the flow of ex-post- 
savings. Hence, the “coping-stone.’”° 

Mr. Keynes might just as well have saved himself the bother 
of pushing that last stone in place. The completed arch is purely 
decorative. Professor Ohlin has always insisted and must con- 
tinue to insist that ex-post-savings and ex-post-investment are 
equal, that that equality is unavoidable whatever one’s method 
of analysis may be. Professor Onlin, I am sure, would agree that 
if one is analyzing the effect of demands for “finance” upon the 
rate of interest by the method of stocks, the effective mechanism 
is a shortage of cash balances.” 


19 The clearest expression in the literature of the fact that the stock and flow 
approaches are alternatives is Mr. Robertson’s. For example, see the Manchester 
School, April, 1938, p. 15. 

20 Economic Journal, June, 1937, p. 246. 

** Had Mr. Keynes explained “‘finance”’ in a manner consistent with his balances 
method of approach, he could be credited with clearing up an ambiguity in his earlier 
work. This new detail should assist those readers of the General Theory who had 
some difficulty in understanding the financial implications of Mr. Keynes’s descrip- 
tion of the working of the multiplier. Mr. Robertson has alluded to this minor 
mystery (Economic Journal, September, 1937, Pp. 432). 








846 E. S. SHAW 


None of Mr. Keynes’s most conscientious critics needs such 
elementary instruction as: 


There can never be available for additional hoards a surplus of current 
saving over and above what is represented by current investment; .... 


or this: 

.... it is not the rate of interest, but the level of incomes which ensures 
equality between saving and investment.”? 

Not many years ago opponents of Keynesian doctrine did miss 
the truth in precepts such as these. But the battlefront has 
changed. If Mr. Keynes is correctly understood to mean ex-post- 
savings and ex-post-investment, the majority of economists will 
agree. 

Evidently the time has arrived to shift controversy to more 
profitable ground. Mr. Keynes may hoist his flag over the posi- 
tion that the cash-balance technique of analysis is more instruc- 
tive than the alternative money-to-lend or flow-of-funds tech- 
nique. But let the disputants take care, during the argument on 
this issue, that they are talking about the same fundamental de- 
terminants and are using the same definitions for the concepts 
involved. A second issue for legitimate debate would be the rela- 
tive importance of the fundamental determinants. I must em- 
phasize the rule, at the risk of being tiresome, that the equality 
between ex-post-savings and ex-post-investment should never be 
challenged. 

My opinion is that Mr. Keynes would come out second best on 
the first of the new fronts. The method of flows is superior in 
descriptive power to the method of stocks. As Professor Ohlin 
has demonstrated, the mechanism of the method of flows is a 
supply function, stating the rates of interest at which varying 
amounts of loan capital will be forthcoming per period of time, 
and a demand function, stating the rates of interest at which 
varying amounts of applications for loan capital will be forth- 
coming per period of time. The length of the periods for which the 
rates of flow would be defined would be dependent upon certain 
reaction coefficients. Two solutions would be obtained, one for 
the short or market interval and one for the long or system 
interval. 


* Ibid., June, 1937, Pp. 250. 
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Equilibrium in the short interval would consist simply of an 
equality between offers to buy and offers to sell “securities” of 
the various types. Equilibrium in the long interval would con- 
sist of “market” equilibrium plus a harmonization of plans for 
the creation of income with plans for the disposal of income. 
Once again, in both the short and the long interval ex-post-sav- 
ings and ex-post-investment would be equal. The short interval 
would be a duration of time, a succession of “periods,” too short 
for all the fundamental determinants to exercise their complete 
effect upon the rate of interest. Marginal efficiency would be ad- 
justed to the rate of interest in the sense that entrepreneurs would 
adopt a rate of investment sufficiently high to equalize prospec- 
tive rates of return over cost, with allowance for risk, with the 
anticipated price of financing their projects. The long interval 
would be long enough for all determinants to be effective. Margi- 
nal efficiency would be adjusted to the rate of interest in the sense 
that, at the rate of investment prevailing, actual rates of return 
over cost would bear the expected relationship to the rate of 
interest. The transition from the short interval to the long could 
be described by the time-sequence method of analysis which has 
been used by Mr. Robertson, Dr. Lundberg, and others. Of 
course, the possibility that long-term equilibrium might be un- 
attainable could be demonstrated by the same technique. 

The supply function would be complex. Loan capital may be 
derived from such different sources as banking operations, de- 
creases in active balances or speculative balances,” ex-ante- 
savings (as correctly defined), or capital “made free.”’ The demand 
function would be affected by the issue of securities to finance 
contemplated investment or current investment, to refund out- 
standing obligations, to finance increases in cash balances, or in 
bank reserve ratios. There should be a peculiar definition of func- 
tions for each of the “security” types. 

My judgment is that clarity is lost in translating these flow 
concepts into the language of the balance technique. That they 

23 The changes in balances per se are of no interest for the supply function. They 
are simply a measure of the flow of loan capital that is made possible by a recalcula- 
tion of cash requirements. 


Professor Ohlin’s definition of the functions is somewhat less precise than this 
(see ibid., pp. 221-27). 
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conform fairly closely with market usages is an advantage— 
prosaic, perhaps, but still an advantage. Further, even for the 
short interval “shortage of cash” (stocks) and “liquidity prefer- 
ence” are not precise notions. And there is a danger that their 
use in long-interval analysis may mean that speculative demands 
for cash will be given a rating out of all proportion to their most 
probable significance for the structure of interest rates. Again, 
it is so difficult to handle the problem of relative interest rates by 
the Keynesian machinery that its exponents are reduced to de- 
fining “cash” as a fearful mixture of money and short(?) securi- 
ties. Finally, it is not at all lucid to describe the problem of the 
prospective saver as a marginal adjustment between consump- 
tion and liquidity preference. The flow analysis permits one to 
inspect his decisions on a multiple-margin basis. With proper 
precautions the two techniques can be made to give the same 
solution for the same determinants over any given interval, but 
the flow technique is, I believe, the more enlightening. 

Mr. Keynes’s fate in the second controversy to which I have 
referred is difficult to forecast. To date he has taken no clear-cut 
position regarding the bearing of the marginal efficiency of capital 
and the marginal propensity to consume or save upon the struc- 
ture of interest rates. In The General Theory he conceded and 
briefly outlined a complex sort of interaction,’ and Mr. Robertson 
recently drew from him a more elaborate statement in the same 
vein.” Yet he has not repudiated the arguments of The General 
Theory that the rate of interest remains independent of the mar- 
ginal efficiency of capital and the marginal propensity to consume 
“in the sense that their values cannot be inferred from one anoth- 
er’”’ and that those theories of interest are unsuccessful “which at- 
tempt to make the rate of interest depend on ‘the marginal effi- 
ciency of capital.’ ’’? It is reasonable to assume, I think, that 
Mr. Keynes is still inclined to minimize the significance to the 
interest problem of other factors than the speculative motive for 
holding balances and the supply of money. 


#4 Mr. Hicks, Mr. Robertson, Professor Viner, and others have dealt with this 
point very adequately. For example, see Mr. Hicks’s discussion in ibid., June, 1936, 
p. 248. 

38 The General Theory, pp. 165, 184, 248-49. 

% Economic Journal, June, 1938, pp. 320-21. 27 The General Theory, p. 184. 














THE INTEREST-THEORY CONTROVERSY 849 


Dr. Lange recently attempted a rationalization of what appears 
to be the Keynesian doctrine.** His conclusion was that Mr. 
Keynes can exclude the marginal efficiency of capital and the 
marginal propensity to consume from the determinants of the 
interest rate only by supposing that the interest-elasticity of the 
demand for liquidity is infinite. In terms of a very elementary 
diagram (Fig. 2), the curve of speculative demand for liquidity, 
BB’, must be horizontal. Then as the demand schedule for ac- 
tive balances (A A’) is pushed to the right by new investment and 
a rising income stream, the point of intersection — BB’ and 
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Fic. 2.—Determination of the rate of interest when the interest elasticity of the 
speculative demand for money is infinite. 


the supply curve for money '(MM") will not change, relative to 
the Y-axis, and the rate of interest will remain the same. 

Mr. Robertson, Dr. Lundberg, and Professor Viner have men- 
tioned the same rationalization of the Keynesian doctrine.?? Mr. 
Robertson rejected it, on the grounds that Mr. Keynes has been 
very explicit regarding the shape of the liquidity preference curve. 
The reader of The General Theory is given the distinct impression 
that, in Mr. Keynes’s opinion, the curve is downward sloping.*° 
It approaches the horizontal in the lower reaches, but over the 
large portion of the conceivable range of interest rates it is nega- 

% ©. Lange, Economica, February, 1938, p. 19. 

29 See Quarterly Journal of Economics, November, 1936, p. 183, for Mr. Robert- 
son’s comments, and p. 158 for Professor Viner’s; see also E. Lundberg, Studies in the 
Theory of Economic Expansion, p. 43. 

»® The General Theory, pp. 167, 171, 197, 207. 
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tively inclined. So we are up against a bothersome dilemma: Mr. 
Keynes minimizes the role of productivity and time preference in 
determining the rate of interest, yet he establishes a downward 
sloping curve of liquidity preference. 

The solution is, I think, that Mr. Keynes’s interest theory, like 
his theory of employment, stops with the short interval, a dura- 
tion of time too brief for the full pressure of marginal productivity 
and time preference to be operative. He has not yet tackled the 
problem of the long interval.** Mr. Keynes himself is my author- 
ity, providing me with the following quotations, which I believe 
to be representative of his doctrine: 

The orthodox theory regards the marginal efficiency of capital as setting 
the pace. But the marginal efficiency of capital depends on the price of 
capital-assets; and since this price determines the rate of new investment, 
it is consistent in equilibrium with only one given level of money-income. 
Thus the marginal efficiency of capital is not determined, unless the level of 
money-income is given.3? 

For the “marginal efficiency of capital” partly depends on the scale of 
current investment, and we must already know the rate of interest before 
we can calculate what this scale will be. The significant conclusion is that the 
output of new investment will be pushed to the point at which the marginal 
efficiency of capital becomes equal to the rate of interest; and what the sched- 
ule of the marginal efficiency of capital tells us is, not what the rate of inter- 
est is, but the point to which the output of new investment will be pushed, 
given the rate of interest. 


This is the delusion, to which several writers have referred, that 
writing marginal productivity into the formula for the rate of 
interest involves circular logic.*4 

The sense of the quotations is clear. Marginal efficiency is in- 
capable of driving the rate of interest in one direction or another: 
it is adapted to the rate of interest by appropriate changes in the 
level of income. But the level of income must also be such as to 

3* Dr. Lundberg’s solution is somewhat similar. It is that Mr. Keynes’s system 
leaves the rate of interest indeterminate in the long interval, except for the special 
case in which the lower reaches of the liquidity preference curve have become 
effective. Dr. Lundberg does not concede the appropriateness of the Keynesian 
doctrine for the short interval. 

32 Quarterly Journal of Economics, February, 1937, p. 222. 

33 The General Theory, 184. 

4 R. G. Hawtrey, Capital and Employment, p. 184; J. R. Hicks, Econometrica, 
April, 1937, p. 154; D. H. Robertson, Economic Journal, September, 1937, p. 431- 
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equalize savings and investment. Since, in Mr. Keynes’s usage, 
savings and investment are invariably measured ex-post, parity 
between the marginal efficiency of capital and the rate of interest 
is synonymous with the unholy identity. In view of the fact that 
the identity holds for any period, no matter how short or how 
unstable, there is no escaping the conclusion that his equilibrium 
is the short-interval variety. In terms of the flow analysis, his 
system for determining the rate of interest requires merely that 
offers to buy and offers to sell securities shall be equal.* 

I have no intention of pelting Mr. Keynes for analyzing short- 
interval problems. My complaint is that he insists upon substi- 
tuting his theory for the long-interval doctrines of the “‘classical”’ 
school. The termination of an income period enables a clever 
accountant to strike a balance between saving and investment 
ex-post. It does not stifle the factors, classified more or less handi- 
ly under the terms “productivity” and “time preference,”’ which 
are making for change in the rate of interest. 

There are at least two possible explanations of Mr. Keynes’s 
confusion of the identity with long-period equilibrium. It may 
be that in his probing of the interest problem he has assumed an 
equilibrium rate of investment. If investment is given it cannot 
be a variable, and the productivity factor is rigidly excluded from 
the interest formula. Time preference is outlawed too, since it 
merely bears, via the propensity to consume, upon the multiplier, 
and the multiplier must be such as to guarantee the required 
profit on the given investment. Possibly Mr. Keynes has rele- 
gated both factors to caeleris paribus and then forgotten them. 
The only remaining variables are the volume of moneyand specu- 
lative liquidity preference. Hence the conclusion that they are, 
as he puts it, the “true explanation” of the rate of interest.*° 


3s There is an alternative interpretation of the quotations, but it is alien to Mr. 
Keynes’s way of thinking. His statement that “the marginal efficiency of capital is 
not determined, unless the level of money income is given,” might be taken to mean 
that expectations are, in an unstable world, governed exclusively by realized in- 
comes: present effective demand fixes anticipations of effective demand in the 
future and governs the actions of the future. Mr. Keynes has conceded that facts 
may color expectations, but he has taken considerable pains to prove that they are 
not a sufficient explanation. 

36 Professor Viner’s and Professor Ohlin’s complaints that Keynes has at- 
tempted to determine the rate of interest independently of such “important ele- 
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If Mr. Keynes has assumed an equilibrium rate of investment, 
the reason for his pride in the doctrines that consumption in- 
creases at a slower rate than income and that income equalizes 
saving and investment is evident. The multiplier and the identity 
do not establish mere arithmetic relationships between consump- 
tion, saving, investment, income, and employment. Rather, they 
establish equilibrium relationships. They are not simply devices 
or techniques for describing change—they set a stable limit to 
change.®? 

Mr. Lerner is guilty on the same counts as Mr. Keynes. His 
reasoning appears to be that the consumption trades and the 
level of income bear the brunt of changes in the propensity to 
consume. However much income receivers may wish to save, the 
identity narrowly restricts their discretion. In Mr. Lerner’s 
terms, the wish is adjusted to the reality—which is, of course, a 
given investment. When Mr. Lerner writes finis to the tale 
of the savers’ frustration. he also closes the chapter on economic 
change. In the identity he has found his equilibrium.** 


ments in the economy” as investment, saving, and consumption are interesting in 
this connection (J. Viner, Quarterly Journal of Economics, November, 1936, p. 158, 
and B. Ohlin, Economic Journal, June, 1937, p. 226). 

37 The argument in the text is on all fours with Lundberg’s criticism of Keynes. 
Lundberg accuses Keynes of assuming a “normal” multiplier, of precisely the right 
size to guarantee those adjustments in the consumption trades and income that are 
necessary to make investment profitable. Assuming the multiplier to be ‘‘normal”’ 
is logically equivalent to assuming investment given. Lundberg’s conclusion, as I 
indicated previously, is that the Keynesian system is incomplete—it does not show 
how investment is determined in equilibrium and, hence, how the rate of interest is 
affected by marginal efficiency and the propensity to save (Lundberg, o/. cit., pp. 
32-45). 

Mr. Robertson has had very much the same point in mind. On one occasion he 
argued that Mr. Keynes has admitted productivity into the determination of the 
rate of interest through the backdoor of active balances, OA. His implication was 
that this concession to orthodoxy had escaped notice, by Mr. Keynes particularly, 
because Mr. Keynes assumed OA and therefore the volume of investment given and 
in accord with anticipations (Quarterly Journal of Economics, November, 1936, 
pp. 168 and 183; see also Hawtrey, op. cit., pp. 178-80). 

38 Quarterly Journal of Economics, February, 1938, pp. 307-8. Even when the 
rate of investment is established, the rate of interest may be high or low according as 
the propensity to consume approaches unity or zero. For the higher the propensity, 
the greater the level of income that accompanies the given rate of investment; and 
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A second plausible explanation of Mr. Keynes’s absorption in 
the short interval is that he has missed the full significance of the 
adjustment between marginal efficiency and the rate of interest. 
Marginal efficiency is an ambiguous term, carrying two distinct 
meanings. Correspondingly, the equality of marginal efficiency 
with the rate of interest has to be interpreted in two ways. One 
interpretation fits the short interval, the other the long interval. 
Mr. Keynes uses them interchangeably.*® 

In its first sense, marginal efficiency is little more than an entre- 
preneurial intuition that certain results are likely to follow from 
increments in the rate of investment. As an anticipation it is un- 
ceasingly in equilibrium with the rate of interest at which the busi- 
nessman expects to finance his projects.** If anticipations for 
future returns brighten, businessmen may be assumed to plan 
and initiate new enterprise of such proportions that, in prospect, 
the marginal rate of return over cost is at parity with the rate of 
interest. Moreover, it is true, though immaterial for the definition 
of equilibrium, that the investment of any period and the income 
as well are uniquely related to some peculiar set of productivity 
calculations. They are the proceeds of previous enterpreneurial 
hunches or, for dignity’s sake, forecasts. The forecasts may ap- 
pear fantastic in the light of eventual profit-and-loss statements, 
yet the aggregate investment is what it is because they were 
what they were. 

In its second sense, marginal efficiency is realized rates of re- 
turn over cost. When, if ever, this variety of marginal efficiency 
is in balance with the rate of interest, ex-post-investment is not 
merely the outcome of particular decisions, it precisely fulfils ex- 
pectations. Ex-post-investment is a faithful reproduction of ex- 
ante-investment. Actual effective demand, the Keynesian Y, 
equals effective demand as forecast (D) and supply price (Z). Pro- 
fits are normal. In this situation, entrepreneurs are blessed with 
the requirements for active balances are roughly proportional to the level of income. 


Even in the short interval, then, the propensity to save, though not the absolute 
amount of saving, has a direct and immediate bearing upon the rate of interest. 


39 See particularly The General Theory, pp. 48, 136, 184. 


* Hicks, op. cit., p. 249. 
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perfect foresight or enjoy so secure a defense against changes in 
data that they need never alter their schedules of marginal effi- 
ciency (in the first sense). 

Mr. Keynes has yet to distinguish clearly the two meanings of 
marginal efficiency. His definition of the term follows the short- 
interval model: 

The reader should note that the marginal efficiency of capital is here 
defined in terms of the expectation of yield and of the current supply price of 
the capital asset. It depends on the rate of return expected to be obtained 
on money if it were invested in a newly produced asset; not on the historical 
result of what an investment has yielded on its original cost if we look back 
on its record after its life is over.* 


His use of the term, on the other hand, follows the long-interval 
model: 

The effort to obtain the best advantage from the possession of wealth 
will set up a tendency for capital assets to exchange, in equilibrium, at values 
proportionate to their marginal efficiencies in terms of a common unit. 
That is to say, if r is the money rate of interest .. . . and y is the marginal 
efficiency of a capital asset A in terms of money, then A will exchange in 
terms of money at a price such as tomakey=r..... At a scale of new in- 
vestment at which the marginal cost of producing A is equal to its demand 
price as above, we have a position of equilibrium. ... . Aggregate invest- 
ment may reach its equilibrium rate under this proposition . . . . before the 
elasticity of supply of output as a whole has fallen to zero.# 


In brief, according to Mr. Keynes, the equality of anticipated 
rates of return over cost with the rate of interest is an equilibrium 
to which the system tends. When the tendency has worked itself 
out, the system will settle to a position of rest despite the exist- 
ence of idle resources.“ 


* The General Theory, p. 136. 


# J. M. Keynes, “The Theory of the Rate of Interest,”’ Lessons of Monetary 
Experience, ed. A. D. Gayer, p. 146. 

43 Mrs. Robinson has fallen victim to the same confusion. In a single article 
(Zeitschrift fiir Nationalokonomie, III), she contended both that (1) parity between 
marginal efficiency and the rate of interest is “‘continuously preserved”’ (pp. 90-91) 
during the process of transition from one equilibrium rate of investment to another, 
and that (2) absence of parity is the feature of a transition process which directs and 
motivates the drive to equilibrium (pp. 74-75). The reader is given no warning of 
the ambiguity involved. 
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If entrepreneurs are rational, the parity between marginal effi- 
ciency in the first sense and the rate of interest is a fact, not a 
tendency. It is as real and persistent as parity between purchases 
and sales or between amounts saved and amounts invested. If it 
were a condition of stable equilibrium, we would be living in a 
stable world where the clairvoyance of businessmen or the 
monotony of economic data would quickly render obsolete Mr. 
Keynes’s own morbid theory of employment. 

Mr. Keynes presumes Y and D and Z to be equal once income 
has been determined, ex-post-saving equated with ex-post-invest- 
ment, and prospective rates of return adapted to the prospective 
rate of interest. Investment which is the outcome of entrepre- 
neurial impulses is transmuted by his doctrine into investment 
which satisfies entrepreneurial expectations. Unpremeditated in- 
vestment or disinvestment becomes premeditated by the alchemy 
of the identity. Because Mr. Keynes assumes either perfect fore- 
sight or absence of change, he discards marginal efficiency before 
it has an opportunity to live up to advance notices. He watches 
it from the vantage point of the individual businessman, over a 
brief period. Naturally he misses the complex, probably inter- 
minable, system-wide adjustments that drive toward long-inter- 
val equilibrium.“ 

Some of the stones that Mr. Keynes has been shying at the 
“orthodox” economists are due to be thrown back: 

The orthodox theory assumes that we have a knowledge of the future of a 


kind quite different from that which we actually possess. .... The result 
has been a mistaken theory of the rate of interest.4 


44 The analysis in the text suggests a second explanation of Mr. Keynes’s diffi- 
culty with the notion of ex-ante-saving. When investment is assumed given and 
in accord with expectations, it follows that savings are given and in accord with the 
plans of income recipients. Ex-ante-savings (in Professor Ohlin’s sense) are equal to 
ex-post-savings by assumption. Mr. Keynes has no need for two terms to describe 
one quantity, and very likely is not ready to believe that Professor Ohlin has. So he 
is driven to the belief that ex-ante-savings is a different quantity, the amount of 
savings which income receivers expect, as of a given date, to realize in the subse- 
quent period. Mr. Lerner has been led in the same way to devise his own peculiar 
version of the concept (0. cit., p. 308). Neither realizes that Professor Ohlin is not 
assuming investment given and foresight perfect. 


4S Quarterly Journal of Economics, February, 1937, p. 222. 
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And another: 

In a system in which the level of money-income is capable of fluctuating, 
the orthodox theory is one equation short of what is required to give a solu- 
tion. Undoubtedly the reason why the orthodox system has failed to dis- 
cover this discrepancy is because it has always tacitly assumed that income is 
given, at the level corresponding to the employment of all available re- 
sources. © 

Mr. Lerner recently expressed his skepticism of the time-se- 
quence method of analyzing economic change that has been used 
by Mr. Robertson and the Swedish economists.*? His implication 
is that he prefers the Keynesian alternative which, I suppose, 
qualifies as comparative statics. Before a wise choice can be made 
it is evidently incumbent upon Mr. Keynes, or Mr. Lerner, to 
provide a careful definition of the conditions of equilibrium in the 
long interval.“ 

The period-by-period type of analysis is the soundest possible 
precaution against a failure to realize that the closing of one 
period, in which savings and investment are equal ex-post, does 
not conclude the story of economic variation, but simply enables 
one to measure the extent to which expectations have been dis- 
appointed and to understand the changes in expectation which 
follow. Moreover, one has more to learn by watching the proc- 
esses of change than by examining the system after the forces of 
change have ceased to act. Disturbances run a perpetual relay 
race; there is no finish line where the economist can make a 
simple judgment of their consequences for income and employ- 
ment. 

6 Ibid. 47 Ibid., February, 1938, p. 309. 

4# Mr. Lerner has made a partially successful effort to close the gap in his article 
“Capital Investment and Interest,’’ which appeared in the Transactions of the 
Manchester Statistical Society for the 1936-37 session, pp. 26-31. It is especially 
interesting to note that he criticizes Mr. Keynes for failing to distinguish between 
“private marginal productivity of capital” and the “‘social marginal efficiency 
of investment,”’ concepts that bear a close resemblance to “‘short-interval marginal 
efficiency” and ‘“‘long-interval marginal efficiency.” Unfortunately Mr. Lerner 
does not carry his point to its logical conclusion, an attack upon Mr. Keynes’s theory 
of the rate of interest. 














THE PRODUCTIVITY OF LABOR: NOTE ON 
TERMINOLOGY AND METHOD 


WITT BOWDEN 
Washington, D.C. 


RECENT article’ by Mr. Herbert Ashton, well-known Penn- 
sylvania transportation consultant, presents some novel 
points of view on labor productivity that suggest two further 

considerations. (1) Mr. Ashton so severely limits the study of the 
productivity of labor as to deny in effect the validity of the major part 
of the statistical work of recent years in this field. These limits if 
accepted would make virtually futile extensive studies now under way 
as well as any further statistical work except in such aspects of the 
subject as have little bearing on major economic problems. (2) He 
confines his discussion of the contributions of others to some articles 
in the Monthly Labor Review, giving the results of some studies by the 
United States Bureau of Labor Statistics. Because of the fact that 
the articles were printed in several different numbers of the Review, 
or from some other cause, Mr. Ashton missed certain essential pas- 
sages that may properly be called to the attention of readers who have 
seen his paper but not the original articles. 

These latter considerations, relatively unimportant, may be dis- 
posed of briefly. In referring to the Bureau’s study of railroad labor, 
Mr. Ashton states (p. 714) that no mention is made “of the fact that, 
during this period [1916-32], the effectiveness of railroad labor was 
further implemented by capital expenditures.”’ He then mentions as 
evidence of capital expenditures the increase in tractive power of loco- 
motives and the increase in carrying capacity of freight cars. These 
two items, however, as well as numerous others of similar nature, are 
given in a twelve-column table in the first of the articles that Mr. 
Ashton criticizes for failing to recognize the role of capital. In that 
article and repeatedly in the later articles, the increases in average 


t “Some Considerations in the Measurement of Productivity of Railroad Work- 
ers,” Journal of Political Economy, XLVI (October, 1938), 714-20. 

? “Productivity, Hours, and Compensation of Railroad Labor,” December, 
1933, PP. 1275-89; January, 1934, pp. 43-63; February, 1934, pp. 269-88; and July, 
1937, pp. 78-101. (The first three articles were reprinted as Serial No. R-75.) 


857 








858 WITT BOWDEN 


man-hour output are specifically attributed in large part to techno- 
logical changes involving capital expenditures. 

The question is therefore raised as to the validity of Mr. Ashton’s 
statement (p. 714) that the Review articles failed ‘‘to take into account 
capital changes in the industry and its [sic] effect on productive effi- 
ciency.’’ However, it is asserted that the measures of labor produc- 
tivity used in the Review are invalid for other reasons. In the first 
article the term “labor productivity” was used as a familiar short-cut 
term for the ratios of total number of traffic units (the best measure 
of production) to total man-hours of all wage-earners. This use of the 
term, although in conformity with prevailing usage, is not acceptable 
to Mr. Ashton. Somewhat more understandable is his objection to 
certain ratios used in some of the later articles. In these articles sepa- 
rate classes of railroad employees are considered, and in some of the 
tables one of the items consists of ratios of revenue traffic units (or of 
approximate measures of service rendered) to man-hours. Mr. Ashton 
assumes that these ratios were used to measure the specific labor pro- 
ductivity of particular groups. This is a misunderstanding that may 
have arisen from the use of the term “productivity” in the title. The 
ratios were in fact used for a different purpose. 

In February, 1933, the writer took a train out of Louisville and 
found that he was the only passenger. The revenue passenger-miles 
per man-hour of the train and engine crew on that trip fell sharply, 
but train-miles per man-hour may have shown no change, for the 
train had to be run according to schedule regardless of the number of 
passengers on that particular trip. This situation illustrates two as- 
pects of railroad employment: the rendering of service to patrons (the 
ultimate aim) and the maintenance of facilities required for rendering 
ultimate service. The situation illustrates also the comparative in- 
elasticity of some types of railroad employment. The number of road 
passenger employees, for example, does not go down when revenue 
traffic declines as does employment in many other industries when the 
demand for the products of these industries falls off. On the other 
hand, when revenue traffic increases, employment in many classes of 
railroad work does not as readily increase as is the case in some other 
industries when there is an increase in the demand for the products of 
these industries. The thought occurred that it would perhaps be of 


3 Monthly Labor Review, December, 1933, pp. 1275-76, 1282-83, 1286; January, 
1934, Pp- 48, 51-53, 58-59; February, 1934, pp. 271-78, 282-83, 285, 288; July, 
1937, PP. 81-92. 
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interest to give approximate expression to some of these distinctive 
characteristics of railroad employment in the form of ratios of produc- 
tion (or some measure of service rendered) to man-hours of particular 
classes of workers. The ratios were incidental to the main purposes of 
the articles, and several passages explained their limited significance 
and the restricted purpose in using them. 

Mr. Ashton’s objections, as well as his misapprehensions, are 
summed up in his use of carmen as an example. He states (p. 717), in 
reference to ratios of car-miles and of traffic units to carmen’s man- 
hours, that “carmen do not produce car-miles or traffic units”—a fact 
that seemed sufficiently obvious. The board of governors of the Fed- 
eral Reserve System gives an index of raw cotton consumed as an 
approximate measure of the production of cotton goods; but it hardly 
occurs to the board to explain that spinning and weaving factories do 
not produce the cotton they consume. It is explicitly stated that the 
trend (index) of car-miles is merely a rough indication of “normal 
maintenance requirements,”’ and several qualifications are mentioned. 
The amount of work required to keep automobiles in service (as lubri- 
cation, engine-tuning, valve-grinding, etc.) varies, broadly speaking, 
with the mileage. Similarly, the amount of work carmen are called 
upon to do tends to vary with the mileage of cars, including mileage 
of “empties” and partly filled cars. At the same time, the purpose of 
car maintenance is obviously the carrying of revenue traffic. 

Mr. Ashton rejects the ratios of car-miles to carmen’s man-hours 
as an adequate measure of productivity (and the Review article is in 
agreement) and uses (pp. 715-17) as the “best” measure of “produc- 
tivity” the ratios of number of cars repaired to number of carmen 
(mot man-hours). And yet, oddly enough, in a comparative curve on 
the same chart he uses car-miles per man-hour (mof per carman). 
When he explains the divergence of the two curves, he forgets the ex- 
tensive changes in weekly hours. Average weekly hours of all carmen 
(the figures for the single unnamed company of Mr. Ashton’s chart 
are not known) fell about 20 per cent during the depression years (the 
fall being accompanied by a sharp decline in Mr. Ashton’s curve of 
output per carman) and rose almost 10 per cent between 1932 and 
1934 (the rise being accompanied by an upturn in Mr. Ashton’s 
curve). The general trends of the two curves would have been much 
closer if the same unit of labor had been used. But the aberrations of 
Mr. Ashton’s curve seem mainly a result of his effort to improve the 
measure of service rendered by substituting for car-miles the number 
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of cars repaired. In the case of a single company, the curve might very 
well behave quite oddly because of shifts from old cars to new cars or 
from one type of car to another or because of changes in maintenance 
policies (e.g., a thorough overhauling of rolling stock). 

The main significance of Mr. Ashton’s article is his explanation of 
what he understands to be the meaning of the term “labor produc- 
tivity.”” His explanation is, in the first place, a denial of the validity 
of the term as it has been widely used. He insists that the term when 
used to designate average output per unit of labor is “so inclusive as 
to deny in effect the existence of a separate return to capital or even 
to the labor involved in the production of capital instruments.” In 
the light of the prevailing use of the term to designate average output 
per unit of labor, is this interpretation justifiable? It is necessary, of 
course, to recognize technological changes as well as other factors as 
causes of changes in average output, but this is a characteristic feature 
of the numerous discussions of labor productivity in recent years. If 
anyone can devise a better terminology that is concise enough for gen- 
eral or short-cut use, he will probably receive the thanks of most of 
the students of the subject. In the meantime, is it not possible to 
avoid falling under the “tyranny of words’’? 

Mr. Ashton, however, not merely denies the propriety of using the 
term “productivity of labor” to designate ratios of total production 
to total man-hours (or total units of labor); he goes much farther and, 
again in the face of prevailing usage,5 denies the validity and signifi- 

4It should be repeated that the use of the term in the Monthly Labor Review 
conforms substantia'ly to prevailing usage here and abroad. The reciprocal of 
average output per unit of labor is, of course, the average amount of labor per unit 
of output, also widely used. 

5 Prevailing usage does not in itself give validity to a method or perhaps even to 
a terminology; but the fact of prevailing usage should at least be recognized. Pre- 
sumably, Mr. Ashton is familiar with the principal studies that make use of the 
method he would invalidate, but since he mentions only the Bureau of Labor Sta- 
tistics’ articles on railroad labor, it seems desirable to call attention to a few in- 
stances: National Bureau of Economic Research, Bull. 70, September 25, 1938, a 
study by Frederick C. Mills on Employment Opportunities in Manufacturing In- 
dustries in the United States, pp. 4, 5, ef passim; Brookings Institution, Edwin G. 
Nourse and associates, America’s Capacity To Produce (Washington, 1934), pp. 152, 
305, et passim; Columbia University Commission, Economic Reconstruction (New 
York, 1934), pp. 88-89 ef passim; National Industrial Conference Board, Inc., 
Graphic News Items, September 9, 1938; Society of, Industrial Engineers, Economic 
Significance of Technological Progress (1933), pp. 11-13; Conference on Unemploy- 
ment, Committee on Recent Economic Changes, Herbert Hoover, Chairman, Recent 
Economic Changes in the United States (New York, 1929), I, 96-99, 147-65; I, 
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cance of the figures themselves. There is one exception: it is agreed 
that, under conditions of an unchanging “set of capital instruments,” 
any change in average output per man-hour is a change in labor pro- 
ductivity. But is this exception itself significant? In our rapidly 
changing economy is there an unchanging “set of capital instruments” 
during any significant interval of time within any significant area of 
economic enterprise? Mr. Ashton asserts that when there is any 
change in capital it is necessary to eliminate “the effect of concurrent 
changes (both qualitative and quantitative) in the capital with which 
the labor is combined”’ (p. 720). In effect, this means that with minor 
exceptions figures of average output per unit of labor are themselves 
invalid, whether called “productivity of labor” or not, because they 
fail to isolate and measure separately the effects of changes in “the 
quantity or productivity of capital.” 

Does this conception of labor productivity have any significance 
except of a negative or at best a theoretical nature? Is it possible to 
isolate the effects of capital changes? Certainly, Mr. Ashton’s article 
gives no encouragement. What is meant by “capital changes’? There 
are references both to changes in “capital expenditures” and to changes 
in “the set of capital instruments.” There is an evident intention 
to associate productivity with returns to capital, and presumably the 
“capital changes” referred to are to be thought of in monetary terms. 
If so, are new investments only to be considered or should deprecia- 
tion, replacement, and reserve funds also be included? How obtain 
sufficient uniformity in accounting methods and agreement regarding 
such problems as prices and valuation theories in measuring “capital 
changes”? Is only an actual increase or decrease in capital to be con- 
sidered or also a change in the uses to which a given amount of capital 
is applied? What is to be the mode of measurement of the “capital 
change” in the case of the scrapping of a machine that cost, say, 


451-62; U.S. National Resources Committee, Technological Trends and National 
Policy (Washington, 1937), pp. 67-87; London and Cambridge Economic Service, 
Special Memorandum No. 47, Output, Employment, and Wages in the United King- 
dom, 1924, 1930, 1935 (London, 1938), pp. 2-3, 6 ff.; Great Britain, Royal Com- 
mission on Unemployment Insurance, Final Report (London, 1932), pp. 93-98; 
reat Britain, Board of Trade, Statistical Abstract for the United Kingdom, LXXXI 
(1938), 314-15; International Labour Office, W. Woytinsky, Three Sources of 
Unemployment (Geneva, 1935), Pp. 13 et passim; League of Nations, World Produc- 
tion and Prices, 1937-1938 (Geneva, 1938), pp. 35-42. Most of these typicai refer- 
ences use not only the ratios of production to man-hours (or units of labor) but 
also the term “productivity” to designate the ratios. 
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$100,000 and the substitution of another that cost $50,000 but is two- 
fold more productive? (This is an illustration of an extremely im- 
portant aspect of recent increases in productivity, namely, increases 
resulting not from an expansion of the amount of capital but from 
changes in modes of using it.) In the case of the machine just men- 
tioned, suppose it is devised and produced in another industry and 
merely purchased by the railroads. How would this and innumerable 
other borrowings be reckoned in computing “capital changes” in rail- 
road transportation? 

Is it not impossible to isolate the effect of capital changes if for no 
other reason than because of the fact that there is no uniform unit of 
measuremcut of these changes for statistical use in computing their 
relationship to changes in production? There may be exceptions, but 
these seem to be in limited and comparatively insignificant fields. 

It may safely be assumed, however (and it is assumed by most 
students of labor productivity), that changes in man-hour output, 
other than those that are associated with short-term fluctuations in the 
volume of production, are caused predominantly by capital changes 
broadly defined. This assumption, however, does not imply that a 
capital change that results in an increase in productivity is necessarily 
an expansion in the amount of investment. Formerly, increases in 
man-hour output were probably attributable mainly to an expansion 
of the amount of investment; more recently, the most significant “‘capi- 
tal changes” are changes in the modes of using capital. Recent tech- 
nological changes, in other words, are frequently capital saving and 
require little more than the prudent use of depreciation and replace- 
ment funds.’ But, whatever the nature of capital changes, the changes 
in man-hour output that have resulted from a rise in the intrinsic 
efficiency of workers, without reference to their implements, materials, 
and management, are likely to be negligible, at least during the com- 
paratively short periods of time when the measurement of changes in 
labor productivity is practicable. 

Thus, there seems to be singularly little basis for the view that 
figures of changes in man-hour output are invalid or meaningless be- 
cause they fail to show what part of any change is attributable to 
changes in jabor’s intrinsic “efficiency” and what part to “capital 


§ On this point there is a significant discussion in Professor A. H. Hansen’s Full 
Recovery or Stagnation? (New York, 1938), especially in chap. xix. Some instances 
in railroad transportation are mentioned in the Monthly Labor Review articles previ- 
ously noted, as in the July, 1937, number, pp. 82-83, 90-92. 














THE PRODUCTIVITY OF LABOR 863 


changes.” The significance of such figures depends largely upon the 
purpose for which they are used. Certainly, they throw little light on 
labor’s “productivity” if one insists upon defining that term as Mr. 
Ashton defines it; nor can they be viewed as a measure either of the 
appropriate compensation of labor or of the justifiable return to capital 
with which Mr. Ashton is concerned. 

A clue to one significant use of such figures is suggested by Mr. 
Ashton, apparently without design, when he states (p. 720) that they 
may measure “a change in the demand for labor.”” When there is a 
change in average output without a change in total production, the 
change in average output does in fact exactly measure (inversely) the 
change in the demand for labor. This is a fact of utmost significance. 
If there is to be no decline in aggregate employment, any rise in average 
output must be accompanied by a corresponding rise in total produc- 
tion even when the labor force is not increasing. When there is an 
increase in the labor supply, there must be an additional increase in 
production if there is to be no increase in unemployment. Knowledge 
of changes in the demand for labor as affected by labor productivity 
is significant not only in relation to the economy as a whole but also 
in connection with limited fields of employment and production. If, 
for example, it is known that an increase in labor productivity is 
under way in an industry. or branch of employment where the demand 
for the product is inelastic or is not likely to expand enough to prevent 
displacement of labor in that field, advance measures can more readily 
be undertaken for retraining and transferring the displaced workers. 

Undoubtedly, the widespread interest in labor productivity arises 
mainly from the view that knowledge of the rate of productivity as 
commonly defined is useful in understanding and attempting to deal 
with the major predlem of the day, namely, unemployment or in- 
adequate employment of both labor and capital. If this is a mistaken 
view, it is vitally important for students of the subject and responsible 
officials in business, labor, and government to recognize the futility of 
a vast amount of past and projected inquiry. There seems, however, 
to be adequate basis for continued agreement as to the validity of such 
studies. It is probable also that there will be continued discussion 
without complete agreement regarding the theoretical significance of 
such inquiries and their bearing on the handling of practical problems. 
It is to be hoped that there will also be continued effort to collect more 
adequate data, to work out better statistical methods, and to inter- 
pret open-mindedly the results of such inquiries. 











LIPPMANN’S THE GOOD SOCIETY' 


FRANK H. KNIGHT 
University of Chicago 


any reader of serious current social and ethical discussion in the 

English language in the post-war years. Economists will be 
interested in qualities which they consider—perhaps presumptuously 
—more substantial. In fact as well as in the author’s aims, it is ob- 
viously a very “serious” book; it is intended to exert influence as well 
as to educate—one may say to exert influence by educating. It is not 
written for the economist, or the specialist in any social science, hardly 
even for the social philosopher. In consequence, it is perhaps the more 
important for all of them. It is as important in content as it is finished 
in form. 

The theme is the currently familiar one of a diagnosis of the malady 
or “crisis” of “Western civilization” (in the meaning which the expres- 
sion carried during the era of liberalism) plus an indication of the 
treatment necessary for its salvation. For liberal civilization is found 
to be in process of running by one course or another into one form or 
another of totalitarianism, which would negate all the liberal values of 
freedom and humanity and destroy all genuine cultural life, not to 
mention the probability of physical destruction in war of the whole 
material and moral basis of civilized life of any kind. This eventuality 
is, of course, not merely a danger; it is definitely the goal of the tend- 
encies visibly operative in the 1930’s, and which—most significant fact 
of all—“‘liberals” are doing their best to promote, in the relatively few 
countries which have not already formally abandoned political liberal- 
ism or democracy. 

Mr. Lippmann’s interpretation of recent and current history and 
his general thesis seem to the reviewer both entirely sound and fairly 
simple and obvious. He shows how the nineteenth-century liberals 
made two fatal mistakes. The first was to identify liberal political 
policy with one of extreme economic laisser faire. Then, when the falsity 
of a too literal laisser faire was demonstrated by experience, they in- 


[= Mr. Lippmann’s book is brilliant goes without saying to 


* Walter Lippmann, The Good Society. Boston: Little, Brown & Co., 1937. Pp. 
xxx-+402. $3.00. 
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creasingly fell into the second and equally disastrous blunder of react- 
ing from the faith in a free-market economy to collectivism. The 
author insists earnestly and at length that a regime of collectivism 
will inevitably be a dictatorship, a tyranny over the whole cultural and 
personal life of man as well as over economic activity, however de- 
fined. The turning-point from liberalism as laisser faire to liberalism 
as collectivism, miscalled liberalism, is set at about 1870. 

The current phase of the movement toward collectivism in the 
United States, as regards the structure and process of government, is 
the active development of pressure groups under the wing of the gov- 
ernment itself, together with the displacement of the activities of 
legislature and courts by administrative organs and processes. The 
original liberal movement was, more than any other one thing, a 
struggle for an effective legal order. Our self-styled liberals of today 
are doing their utmost to get away from legality. Ostensibly they 
would have the administration operate under a general legislative 
grant of power. But it is obviously a short step to a condition in which 
the legislative mandate will be under the control of the administra- 
tion of the day itself—and then a shorter, relatively immaterial step 
to the adjournment “‘without day”’ of all lawmaking by elected repre- 
sentatives as a superfluous formality or an impec iment to action. This 
means the end of all popular control of government, all “‘responsi- 
bility.” Only an omnipotent and irresponsible state can deal with or 
suppress the organized pressure groups—or all but one of them, which 
one would become the state. All this seems to the reviewer as clearly 
as it does to Mr. Lippmann not only historically inevitable but ac- 
tually necessary if there is to be any political order at all in a country 
where the leading economic and (perhaps other) special interests have 
been taught to think that it is the business of government to fight 
their battles against “business” and have been organized, or en- 
couraged or allowed to organize, to get “justice” for themselves, or 
their “rights”—or simply what they want. 

It might have been thought self-evident, if anything in the field 
of politics can be called such, that the first essential function and task 
of government is to preserve unthreatened its own monopoly of po- 
litical power, and that this means prevention of the development of 
dangerous power groups outside itself. As against the currently popu- 
lar version of “liberalism”? Mr. Lippmann sees all this and expounds 
it in noble prose, along with an eloquent plea for the maintenance of 
liberty through action, in contrast with inaction. 
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As a concrete program for making liberalism real and permanent by 
maintaining the framework of the free-market economy, the book 
gives an extensive and detailed “Agenda of Liberalism” (chap. xi). 
The first two sections point out (somewhat too one-sidedly) that the 
“moral” of theoretical economics should have been an effective drama- 
tization of the contrast between the “assumptions” of abstract equi- 
librium analysis and the facts of life, ie., between the conditions under 
which pure laisser faire, except for policing against direct predation 
and the cruder forms of duress and fraud, would lead to socially ideal 
results, and the conditions under which economic activities are ac- 
tually carried on in the real world. The third section of this chapter 
on “The Field of Reform” lists—though it scarcely does more than 
list—a dozen or so fields in which action, or active interference, by 
the state is called for. The main items are: the quality of the people, 
eugenics and education; conservation of resources; increasing the mo- 
bility of capital (in contrast with maintaining a degree of permanence in 
the location of labor, i.e., in community groupings); controlling the 
size of business units and the powers of business corporations; manage- 
ment of money and credit, particularly with reference to control of 
general prices and of the business cycle; improvement of market ma- 
chinery; elimination of ‘‘necessitous bargains”; prevention of monop- 
oly; social insurance; elimination of unearned income; an expanded 
conception of public works; and reform in taxation, with a view both 
to apportioning burden in accord with ability and to reducing eco- 
nomic inequality. In connection with market machinery and monop- 
oly, the author also mentions encouragement of co-operative organiza- 
tions of producers, farmers, workingmen, and consumers. This seems 
to be the only reference to labor organizations in the book, and it is 
wisely coupled with a notation of the obvious temptation of all such 
special-interest groups to become monopolies in restraint of trade. 

This is no doubt an excellent list of agenda; but the statement is a 
natural introduction to some more critical observations regarding the 
book as a whole. In terms of “science,” or of really practical analysis, 
it does not get very far. Many of the author’s proposals of lines of 
reform involve difficulties which are both staggering and obvious to 
the student of economics, so that his suggestions seem optimistic to 
the point of naivety. It is rather astounding to read repeatedly 
throughout the chapters that “there is no reason whatever’ why 
various suggested measures should not be put into effect. Before such 
a program could have any concrete significance for action, careful 
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analysis of virtually every main proposition would be called for, 
coupled with elaborate investigation of facts and estimates of costs, 
both in the narrow economic sense and in that of evil consequences to 
be offset against the good. Most of these policies would need to be 
carried out gradually, tentatively, experimentally; and different lines 
of action would have to be carefully planned as to order of attack and 
co-ordination in prosecution. 

The absence of analysis and of a scientific approach is noteworthy 
at every stage of the argument—wh:tever that may or may not imply 
in the way of criticism, in view of the type of book the author was 
trying to write. There is virtually no scientific inquiry into the con- 
crete reasons why extreme laisser faire breaks down, or fails to func- 
tion in a way to satisfy the social critic or the people who live under 
such a regime. It is not possible here even to suggest the outline of 
such an investigation; but, without investigation, the economist- 
reader will be conscious of many connections in which even a little 
analysis would have thrown much-needed light on the problems of the 
agenda itself. Perhaps even more “glaring” is the absence of any real 
argument on the question as to why a collectivist regime must be a 
despotism. Even in a book of this sort, intended for a wide audience, 
it is somewhat jarring to have it simply asserted as the proclamation 
of an “inexorable law” (or a plain dogma), not merely that collectivism 
means tyranny but apparently that it is impossible, or at least theo- 
retically incompatible with social life above the level of savagery. 
We read: “The really inexorable law of modern society is the law of 
the industrial revolution, that nations must practise the division of 
labor in wide markets or sink into squalor and servitude.” . . . . And 
again, “There is no way of practising the division of labor, and of 
harvesting the fruits of it, except in a social order which preserves and 
strives to perfect the freedom of the market” (pp. 206 and 207). 

In another place (p. 94) reference is made to the “discovery,” by 
Professor Ludwig von Mises, that a collectivistic economy in peace is 
incapable of planned and calculated organization of production. It is 
true that Professor Mises argued for this “impossibility,” but the posi- 
tion is indefensible. The essential fact is that the government of a 
collectivist state would do anything it liked, within the limits of physi- 
cal and human, i.e., political, possibility and its own competence. It 
might “theoretically” run economic society in substantially the way 
in which, say, the United States of America is run today, as to the 
activities of men and their results, collective and individual. The es- 
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tablishment of governmental monopoly of enterprise with ownership 
of productive wealth would not necessarily change much, if any, of the 
concrete process. Or, it might convert society into a model orphan 
asylum, or into a shambles. This indeed is “where the trouble comes 
in.” It is only too easy to imagine a government, placed in charge of 
everything, operating to any result which, for reason of any interest 
or prejudice, one may like to picture, within the limits of possibility, 
and even far beyond. No one knows at all definitely what is politically 
possible. Real governments have on various occasions and for various 
intervals actually operated in almost inconceivably divergent ways, 
and what a government “might” do is limited chiefly by the powers of 
creative fancy in the person drawing the picture. There is practically 
no science in terms of which any fairly certain prediction can be made 
as to how a government will operate under any given conditions, to 
say nothing of predicting the conditions under which collectivism 
would come into operation. 

In consequence, there are few, if any, political principles, and not 
many political facts, which can stand up against the wish-thinking of 
anyone who wants to believe in any particular hypothetical prediction. 
Thus it is usually quite futile to argue with radical reformers. In fact, 
they commonly start out from an explicit premise which eliminates in 
advance all rational discussion. To assume that the establishment of 
socialism will “change human nature” is to destroy all possibility of 
predicting the future from the past, and one can establish any sort 
of subsequent social life desired or fancied by simply asserting the 
appropriate change in human nature. It is, of course, possible to argue 
such questions with a considerable degree of cogency, for open-minded 
and truth-seeking people. Those who wish to do so can know some- 
thing, even if discouragingly little, about the behavior of persons in 
power, and the reactions to the exercise of power on the part of other 
persons made subject to authority. Impartial reflection on such con- 
siderations should give a fair idea of the amount and kind of power 
which would have to be placed in the hands of any “central authority,” 
given (or even having imposed upon it) the task of directing the eco- 
nomic life of a modern nation, and some idea also of the way in which 
this power would have to be exercised. 

In the reviewer’s opinion, the view that collectivism means dic- 
tatorship is correct beyond reasonable doubt. The authorities of a 
collectivist state would have to have unlimited power, and security of 
tenure, and would have to exercise their power ruthlessly to keep the 
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machinery of organized production and distribution running. They 
would have to enforce orders ruthlessly «nd suppress all disputation 
and argument about policies; and, as a condition for minimum effi- 
ciency, they would also have to do everything possible to remove 
grounds of difference of opinion, by giving the people the appropriate 
“{nformation” and conditioning of attitudes, i.e., “propaganda.” They 
would have to do these things whether they wanted to or not; and the 
probability of the people in power being individuals who would dislike 
the possession and exercise of power is on a level with the probability 
that an extremely tender-hearted person would get the job of whipping- 
master on a slave plantation. Such things, to repeat, cannot be clearly 
and logically demonstrated; they are largely matters of judgment. But 
Mr. Lippmann might have gone much farther than he has in indicating 
the facts and the line of reasoning which make such a position reason- 
ably certain. 

Another position taken over from the theorists of extreme laisser 
faire, of whom Professor von Mises is an extreme example, is the easy 
and optimistic disposition made of monopoly. We read that “few 
effective monopolies have ever been organized and none can long en- 
dure except where there is a legal privilege” (p. 223). There is a dis- 
concerting amount of truth in this assertion for the defender of histori- 
cal liberalism as the status quo, while to the true liberal without pre- 
possessions it is what he would like to believe. Its truth would simplify 
the problem of freedom enormously. But, stated as Mr. Lippmann 
states it, it is mere dogma and, to most economists, improbable. 

The later sections of The Good Society deal explicitly with legal and 
political problems. As already indicated, the reviewer agrees with the 
general conclusion that it is an essential condition for the preservation 
of fundamental human liberties to maintain the general pattern of 
political organization inherited from the revolutions of the eighteenth 
and nineteenth centuries and nineteenth-century developments and 
further revolutions (1830, 1848). This refers especially to the integrity 
and independence of the courts, and the supremacy of the legislative 
branch, based on the representative principle, itself preserved through 
a wide suffrage and free campaigning and elections, and freedom of 
party organization. But, again, Mr. Lippmann is disappointing in his 
failure to get beneath the surface of the problems. In fact, he rather 
tends to gloss over (if he sees them) the real and tremendous difficul- 
ties, internal and external (international), set for free government by 
the development of modern technology and its social and cultural 














870 FRANK H. KNIGHT 


consequences or accompaniments. He seems to think that little or 
nothing is required beyond a determination to maintain the institu- 
tions and the efficacy of case law. He places the legislature in essen- 
tially the same position as the courts (pp. 285-86); that is, it also is 
only to adjudicate conflicts of interest, merely more general and per- 
manent conflicts, between interest groups rather than parties in a 
particular case. He hardly seems to recognize the necessity of ad- 
ministrative action on an expanded scale under modern conditions, and 
his discussion throws little or no light on the problem of demarcation 
between legislation, adjudication, and administration or on that of 
maintaining legislative control and ultimate responsibility to the 
people, where extensive and important powers are delegated to ad- 
ministrative bodies. 

It is surely evident in fact that legislatures must do much more 
than enact statutes of a codifying sort, and beyond setting up ad- 
ministrative organs and courts and defining their jurisdiction. To an 
important extent the modifications of the law which are necessary to 
deal with new problems created by social growth and change can be 
taken care of by interpretation in the courts, and occasional legisla- 
tive restatement. But this is true only within limits. Toa large extent, 
also, the legislature, as the fundamental thinking and deciding organ 
in a free society, must face general questions and formulate principles 
for the guidance of future change in the structure as well as the policies 
of government. Mr. Lippmann’s picture seems to hold hardly any 
place for fundamental public and constitutional law. 

It is in this field, in the reviewer’s opinion, that we encounter the 
really profound problems of modern social life, from the standpoint 
alike of political philosophy and of procedure. Every now and again 
in the history of any society, it comes into a crisis situation. Interpre- 
tation must recognize fundamentally opposed currents of development 
as well as general Jrift in a direction obviously prescribed by the evolu- 
tion of conditions. Such opposed and incompatible currents can be 
compromised, the interests at stake arbitrated, within some limits. 
But a time comes when fundamental principles must be threshed out, 
and a choice made, development in one direction embraced whole- 
heartedly and that in other, opposing, directions given up and sup- 
pressed. Values as well as interests conflict, and it is the conflict of 
values which gives rise to the really serious problems. The tendency 
of the two to become confused only aggravates the general problem. 
For it is only in terms of common values that any conflict between 
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interests or values can be discussed. It is not too much to say that the 
history of modern democratic systems leaves the issue unsettled as to 
whether representative machinery of any kind, or government based 
in any way on popular discussion, can meet such a crisis and survive. 

Perhaps the most outstanding actual historical case is the crisis in 
American democracy over the slavery issue. It is true that the nation 
survived, or was re-established, on a democratic basis. The issue itself, 
however, was by no means settled by democratic process, but by civil 
war, fought to the exhaustion of the weaker party. Of course, any 
appeal to history is the occasion for boundless qualification and endless 
argument, since every case is highly unique. The best general inductive 
case for democracy is doubtless to be made on the basis of English 
(or British) history since the foundation of parliament and relative 
stabilization of the common law in the thirteenth century. But the 
“other side”’ would be the obvious survival in England today of feudal- 
aristocratic traditions and social structure, and the question of the 
permanent compatibility of monarchy, a hereditary peerage with legis- 
lative power, an established church, and (perhaps most important) 
highly class-restricted educational opportunities beyond the primary 
grades (and correspondingly restricted entry into leadership careers), 
with democratic political institutions. 

The essence of the crisis of modern civilization is evidently the loss 
in the public mind of faith in the fundamental equity of the values and 
terms of relationship established in the open market, particularly with 
respect to the prices of services, through which the joint product of 
organized economic activity is distributed, and social status largely 
determined. Connected with this more or less justified if not very 
understanding and intelligent revolt, and almost equally important, is 
the crisis in international relations. The latter, to be sure, is not based 
directly on living standards but is in a different sense economic. The 
distribution of essential resources among the political divisions of the 
world as they have come down from past ages is incompatible with 
current nationalistic ideals of self-sufficiency and rivalry for power; 
and the same distribution of resources, in relation to modern technique 
of warfare, clearly implies fundamental rearrangements if the national 
rivalries come to the test of force, or even of potential force, without 
actual war. To deal with these questions by the easy method of simply 
prescribing free trade is again to ignore the underlying issues and the 
essential social forces at work. (Mr. Lippmann’s discussion of inter- 
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national relations (chap. viii] aims only at tying nationalism up with 
collectivism and is brief, vague, and superficial.) 

The crisis of civilization embodies a conflict of moral principles, 
and the question which it raises is whether modern public-school-edu- 
cated, newspaper-reading populations can settle such issues by discus- 
sion or will resort to violence or to “leadership” based on force and 
using it unreservedly. We do not, of course, imply that such methods 
will solve the problems in any satisfactory sense of the word. But the 
student, whatever his sympathies, must face the question whether dic- 
tatorship may not be able to keep order where democracy fails, and 
even whether it may not be about as conformable to public opinion as 
a government based on the competitive struggles of political parties. 
He must also face the question whether there is any “solution” for the 
problem of order, justice, and progress in the huge political units re- 
quired to exploit modern technology. The human race did not evolve 
in any such environment and may not be fundamentally adapted to it. 
The real historical future may be like the known past, a welter of 
progress and decadence, order and turmoil, “humanity” and “brutal- 
ity’”—a term which usually slanders the animal kingdom. 
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The Theory of Prices: A Re-examination of the Central Problems of 
Monetary Theory, Vol. I. By ARTHUR W. Marcet. New York: 
Prentice-Hall, Inc., 1938. Pp. xxv-+624. $6.00. 

The subtitle of this work indicates its character better than the 
title (taken over, according to the author, from Keynes), which to 
most persons would suggest a treatise on relative prices, particular 
equilibrium, or “value theory.” The title is intended to point to the 
fact that the book is directed ad hominem to Keynes, as a defense of 
traditional monetary theory against the various criticisms of the 
Treatise on Money. But, of course, the work is also an “organon”—as 
Professor Marget likes to say—covering the whole of monetary doc- 
trine. In the opinion of the reviewer, the polemic against Keynes con- 
clusively accomplishes its objectives; and the substantive exposition 
builds up a sound and impressive structure of monetary theory. Not 
entirely well conceived, however, is the writing of an “organon” as 
polemic. The references to Keynes frequently obtrude as unwelcome 
interruptions of the general argument; in other places, the effort to 
direct it toward the Treatise appears forced—as, for example, where 
Keynes is taxed for having failed to say anything upon a theme con- 
cerning which Marget would like to write a chapter. Furthermore, the 
polemical mood is an unwelcome attitude throughout a 600-page book. 

On the other hand, the author’s apology for the heavy documenta- 
tion of this volume, which chiefly accounts for its length, is all that 
need be said; here is a book for scholars and specialists, not for laymen. 
If the historical derivations of monetary theory are to be displayed, 
the more thorough the research the better. Marget’s enterprise in this 
phase of the undertaking is so overwhelming as to convey an impres- 
sion of finality for many of the derivations. Subordination of detailed 
explanations and parenthetical observations is signalized for the reader 
by the use of smaller type. 

Marget opens his inquiry with an analysis of the character of equa- 
tions of exchange, emphasizing their distinctness from quantity the- 
ories, and stigmatizing Keynes’s confusion of the two. In chapters ii 
and iii the charge made by Keynes that the traditional equations are 
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per se “statical’”’ is shown to amount to nothing more than a conviction 
that important variables may have been omitted; far from impugning 
the analytical method of the equations themselves, the criticism re- 
quires merely the insertion of missing terms, such as the prices of 
services, or the redefinition of terms, so as to eliminate, for example, 
things sold but not paid for during the equation period. If the dis- 
crepancy between savings and investment affects price levels, the op- 
eration of this force can be represented also as an additional variable in 
ordinary equations showing the impingement of the stream of money 
upon the stream of goods. The symbols in such equations are rubrics— 
a conventional shorthand for various congeries of real economic facts 
relevant to price levels. To brand the equations as mere identities, as 
Keynes does, is to miss the wealth of analysis which monetary theory 
has devoted to each of these rubrics. In chapter v Marget grapples 
with Keynes’s own equations. Criticisms by Meade and Hicks, which 
purported to show that the equations held only when S = J—that is, 
for some very long-period equilibrium—actually reveal no flaws in the 
equations themselves but pertain rather to Keynes’s description of 
monetary equilibrium. The collapse of the fundamental equations is 
really the result of Keynes’s attempt to have them show two things at 
the same time—the forces determining prices and the relationship be- 
tween costs of production and prices. Marget points to Hayek as the 
first to put his finger upon the fatal flaw: that costs (or earnings, the 
E-term of the equation) which determine prices in a given period are 
not or not necessarily equal to the earnings available for purchasing the 
goods when they come upon the market. 

Part II, “Behind the ‘Quantity Equations,’ ” comprising the rest of 
this volume, proceeds from symbol to symbol in the author’s some- 
what amended form—in my judgment a highlv desirable modification 
—of the Fisherine equation, as (M + M’)V = (PT). The quantity of 
money of ultimate redemption is adequately accounted for in familiar 
writings, as well as the process of credit expansion and the determina- 
tion of M’. Marget shows that the older literature rarely fell into error 
concerning the credit capacities of an individual bank, contrary to the 
impression spread abroad by Phillips. As against Keynes, Marget dem- 
onstrates that the absence of a separate symbol for bank rate bespeaks 
no inadequacy in the accepted analysis of M’; that this analysis did 
not posit an invariable relationship of bank rate and money supply, 
but ascribed variations in the latter to the bank rate—natural rate dif- 
ferential; and, furthermore, that it maintained no strictly proportional 
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relation of M’ and prices. Keynes’s own doctrine, despite definite ap- 
pearances to the contrary, bases the efficacy of bank rate upon the 
variations it produces in the supply of bank money. But the channel 
through which bank rate operates in the fundamental equations, 
through J —S or Q, obscures (1) the differential between bank rate and 
natural rate as the source of a “price premium,” (2) the difference be- 
tween marginal and average profits, (3) the factor of anticipations, 
and, finally, (4) the distinctness of price level and profit determinants. 

In chapters xii-xiv Marget turns to velocity, with especial attention 
to the history and nature of the “income” approach. Its association 
with the idea of “passivity” of prices is a historical accident. While 
income velocity may occasionally reveal significant movements, the 
device is handicapped by admitting into the determination of velocity 
certain changes actually belonging to 7. Income velecity cannot be 
thought of as necessarily implied by the cash-balance approach. 
Keynes performed a service in pointing to the error of attaching an 
inclusive velocity, such as Robertson’s income velocity, to income 
deposits in place of the specific velocity of income deposits. 

The cash-balance approach Marget accepts as the one really reliable 
methodological instrument in velocity analysis. Naturally its useful- 
ness must be judged upon this basis; it cannot legitimately be im- 
pugned as it was by Keynes for failing to describe the price-making 
roles of incomes, profits, savings, and investments. Regarding the me- 
chanics of the cash-balance approach, Marget emphasizes the impor- 
tance of remembering that the Marshallian K is simply 1/V. The 
ratio K gives the relative demand for cash balances; the absolute de- 
mand is got by applying this factor to 7, for example, or to whatever 
outlays are germane to the particular balances considered. It is not 
necessary to conceive the settlement of balances as resting upon a real- 
value basis. Furthermore, it is of the essence of the cash-balance analy- 
sis to dispense with the distinction of money in circulation and not cir- 
culating—except, of course, for money definitively withdrawn into 
bank reserves; savings deposits have a low, but not zero, velocity. 
“‘Cash facilities” in the sense of possible overdrafts do not properly be- 
long to cash balances, though they influence their magnitude. 

Final chapters upon the “Volume of Transactions” emphasize the 
importance of a “plurality of price levels” against any exclusive con- 
cern with one sort of price level—as, for example, that of consumers’ 
goods. But the contrasting behavior of special price levels, each fitted 
into its own appropriate form of the Fisher equation, should not blind 








876 BOOK REVIEWS 


us to the significance of a total-transactions equation as a summary of 
composite demand for money represented by the specialized equations. 
The omnibus expression T Marget seeks to bring into sharper defini- 
tion by stressing the contrast between output and “transactions in out- 
put,”’ goods produced versus goods intended for sale, and by the intro- 
duction of the concep: of velocity of circulation of goods. He argues 
that services and dealings in secrities must, of course, be included in 
transactions, since they “‘absorb cash” to greater or lesser degree; 
there is no anomaly in their presence in the equation through the close 
resemblance of volume and value. 

Very scant justice is done by the foregoing summary to the mul- 
tiplicity of problems within this volume and to the careful discrimina- 
tion of shades of implication, the great erudition concerning historical 
derivations, and the surety of touch in reaching conclusions which 
Marget displays throughout. 

In Mr. Marget’s footnotes I am honored by an extended though sub- 
terranean existence, but exhaustive comment is not now appropriate. 
Corrections proposed on pages 198, 236, 497-98, and 556 I readily 
accept. Whether quantity of credit or price level assumes causal su- 
premacy may seem more than “the ghosts of ancient controversy” 
to the reader of Keynes’s The General Theory; for genuine cases of inter- 
action between credit and prices I sought to pour oil upon the troubled 
waters (German Monetary Theory, p. 195) in terms much the same as 
Marget now employs. The characterization of “pseudophilosophic” 
(p. 309) applied to discussions of the nature of money is a shoe which 
Mr. Marget would consider appropriate to my foot. Perhaps the metal- 
list preconceptions of Warren and Pearson had nothing to do with the 
devaluation of 1933; in this event, discussions of the nature of money 
would be, in genteel language, irre’evant. A reference (p. 186) to my 
book concerning the “nonsense” of “insisting that Wicksell thought of 
bank-rate as affecting velocity, rather than M”” fails to indicate that I 
was exposing, not espousing, the nonsense. Finally, upon two impor- 
tant issues I could hope for a reconciliation of views. While the real 
balance interpretation does not now seem to me indispensable to the 
understanding of the cash-balance analysis, the interpretation is itself 
unimpeachable and not, as Marget suggests, fraught with certain 
“dangers” (pp. 455-56). Regarding income velocity, I neither hailed 
the idea as a discovery nor proposed the concept as a measure (Marget, 
pp. 345 and 561), but characterized it—quite accurately—as a tenet 
of certain writers and proposed—quite reasonably—the attempt to 
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follow their argument in their own terms (Ellis, pp. 176, 136). My 
recent analysis of velocity, published concurrently with Marget’s 
book, recognized the error of rejecting income velocity; but it also pre- 
sents grounds for Marget’s reconsidering the position that changed 
integration affects income velocity, but not Fisher velocity. 
Howarp S. ELLIs 
University of California, Berkeley 


Predecessors of Adam Smith: The Growth of British Economic Thought. 
By E. A. J. Jounson. New York: Prentice-Hall, Inc., 1937. Pp. 
xii+426. 

The body of this work consists of two parts: an analysis of the 
economic ideas of a selected group of pre-Smithian writers, and a group 
of four essays on four basic and related themes running through most 
of the economic expositions of the sixteenth, seventeenth, and eight- 
eenth centuries. 

Each of the writers treated is characterized by an epithet descrip- 
tive of what the author conceives as his method or point of approach. 
Thus Hales is the “Humanist,” Malynes the ““Dogmatist,’’ Misselden 
the “Critic,” Mun the “Strategist,” Petty the “‘Experimentalist,” 
Grew the “Scientist,” King the “Propagandist,” Hume the “Synthe- 
tist,’’ Postlethwayt the “Publicist,” Steuart the “Political Oeconomist.” 
Exception may be taken to some of these terse generalizations. Hales 
was a humanist, but the author’s exposition of his Discourse of the Com- 
mon Weal fails to disclose that traditionalism and reliance on the past 
as a guide because of its yielding of “principles eternal and ever ap- 
plicable” which is stated as the dominant quality of the work. Mun 
was a “strategist” in respect of his “subtlety and tact” and of his in- 
sistence on the need of strategy in promoting foreign trade, but the 
insight of his analysis, the system and comprehensiveness of his views, 
overbalance his strategy. Exception might be taken to “Grew the 
Scientist”; he was a scientist by profession but this fact had only a 
little to do with his economics. 

One of the writers selected here makes his first appearance in a 
history of economic doctrines—Grew. His work is still in manuscript, 
in the form of a memorandum to be presented to Queen Anne on the 
means of rapidly increasing the wealth and strength of the nation. 
Its distinction lies, states Professor Johnson, in its superior exposition 
of eighteenth-century concern with augmenting productive efficiency 
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to the point of self-sufficiency. Another of the ten authors analyzed— 
Postlethwayt—teceives his first extended treatment in this work. 

Professor Johnson recognizes the complexity and variety of the con- 
cepts in the term “‘mercantilism,” hence deliberately avoids it. The 
emphasis in treating early English economic literature ought to be 
placed, he thinks, upon “‘a developing fabric of ideas, and each im- 
portant new intellectual strand influencing the composition of this 
fabric should be signalized.” By selecting writers whose views are rep- 
resentative of a group of pamphleteers, and “by explaining quite com- 
pletely the corpus of their respective economic ideas, and by linking 
these segments together” he believes ‘‘the growth of a fabric of ideas 
may be outlined with a minimum of unwarranted generalization.” 
‘This fabric was “unsound and inartistic as an entity” but contained 
much that was sound and worth preserving. The first chapter of this 
study, “Everyman His Own Economist,” admirably describes the 
types of men the predecessors of Adam Smith were and explains why 
those here selected for discussion are representative. 

There is much value in an authoritative presentation such as this. 
Certain aspects of the work of the selected writers have been as fully 
discussed in other recent works and all aspects of those who wrote 
before 1720 have a place in Heckscher’s Mercantilism. But in no recent 
work have these authors been treated individually. Professor Johnson 
is more concerned with analysis than with criticism, though this is by 
no means lacking. His interpretation accords generally with that of 
other recent scholars. He finds less emphasis on the power of the state 
than does Heckscher, and gives a slightly different interpretation to 
the “fear of goods.” He agrees with Heckscher, Viner, and others in 
regard to the multiplicity of problems and concepts to be found in pre- 
Smithian literature. He believes a disproportionate emphasis has been 
placed on balance-of-trade arguments. “Not ten per cent of early Eng- 
lish economic literature was devoted to the ill-fated doctrine of the 
balance of trade” (p. 275). This conclusion is contested by Viner 
(Studies in the Theory of International Trade [1937], p. 56). 

An exception to the admirable clarity that characterizes the re- 
mainder of this book must be made, in the opinion of the reviewer, in 
the case of Hume. Hume combined synthesis with innovation, says 
Johnson; his treatment is too brief and condensed to do justice to 
either. Particularly is this true in regard to Hume’s rejection of the 
doctrine of a balance of trade. 

The last sectior of the book, entitled “A Primitive Theory of Pro- 
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duction,” gives a topical treatment of certain important problems 
treated by Smith’s predecessors and is not only valuable in itself but 
also as a drawing-together of many of the strands of the preceding sec- 
tion into a “fabric.” The chapter on “Land and Labor” is new; those 
on “ ‘Art’ and ‘Ingenious Labor,’ ” “Idleness and Luxury,” and “‘The 
‘Export of Work’ and ‘Foreign-Paid Incomes’ ” are revisions of previ- 
ous publications. Mention should be made of Appendix A, which is a 
check-list of the more important articles devoted to proposals for eco- 
nomic improvement contained in the Philosophical Transactions of the 
Royal Society, 1665-1776. A final word must be said in appreciation 
of the high scholarly quality of Professor Johnson’s entire volume. 
FRANCES E. GILLESPIE 
University of Chicago 


Monetary Influences on Postwar Wheat Prices. By V. P. TrwoSHENKO. 
(“Wheat Studies of the Food Research Institute,” Vol. XIV, No. 
7.) Stanford University: Stanford University, 1938. Pp. 56. $1.00. 
Professor Timoshenko has in his earlier work made notable con- 

tributions to an understanding of post-war agricultural price move- 

ments, notably in his able analysis in World Agriculture and the 

Depression and in The Role of Agricultural Fluctuations in the Business 

Cycle. In the present work a valuable statistical analysis is made of 

wheat prices from 1921 to 1937 in Great Britain, the United States, 

Canada, Argentine, and Australia. Sixteen statistical charts appear 

which present for the various countries: (1) the relation of the average 

annual price for the crop year to year-end carryover, (2) monthly 
movements of wheat prices in terms of “deflated’”’ currency and gold 
prices, (3) general wholesale price movements, (4) the purchasing 

power of wheat, and (5) spreads between prices of representative im- 

port wheats at Liverpool and British wheat prices. These charts, to- 

gether with the analysis, are illuminating and helpful, and, while the 
rest of this review is mainly critical, the writer wishes at the outset to 
express his appreciation of Professor Timoshenko’s work. 

The title of this fairly large research bulletin suggests that the 
subject matter in the study is mainly concerned with the monetary in- 
fluences on wheat prices. In point of fact, the study is very much 
broader and seeks to assess the various factors influencing wheat 
prices over and above what the author calls the “supply-demand”’ 
factor. 
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The author begins his study by the assertion that wheat prices 
were profoundly affected by monetary policy. He notes that “several 
countries inaugurated monetary policies—including some purposeful 
depreciation of currency—designed to raise commodity prices in gen- 
eral and wheat prices in particular.” The author asserts, however, 
that the infiuence of these monetary policies affected wheat prices 
sometimes in a direction other than that contemplated, and he in- 
quires how far the objectives were achieved so far as domestic wheat 
prices were concerned and also world wheat prices. He asserts that the 
effects were not always clearly anticipated when the policies were 
formulated and introduced. It is the main purpose of this study to 
appraise the degree of success of monetary policies in so far as they 
were designed to raise wheat prices. 

The author begins with the basic assumption that the central 
dominating influence on the price of wheat is the year-end carryover, 
and it is his purpose in particular to explain the divergences of the 
actual prices from that which might have been expected from this 
factor alone. The year-end carryover, he asserts, is “the simplest of 
indicators summarizing the relationship between the supply of and 
the demand for a commodity during a crop year. An increase in the 
carryover means an excess of the current supply over the current 
effective demand for use at a given price. .... P 

The year-end carryover is frequently referred to as “the supply- 
demand relationship.” It appears, however, subsequently to be recog- 
nized that this does not adequately cover all supply-and-demand fac- 
tors, since “‘speculative demand” is introduced as a special factor out- 
side of the more limited supply-demand concept. 

Unfortunately, the terminology used is often far from satisfactory. 
“Demand” in parts of the study is defined in terms of consumption, 
utilization, and demand for use. Whether “demand for use” is to be 
understood to mean a demand schedule or merely the quantity con- 
sumed or utilized is not always clear. In the quotation given above the 
phrase “effective demand for use at a given price” would indicate that 
the demand-schedule concept is intended. In other places the quantity 
consumed seems to be the meaning to be inferred. “Speculative de- 
mand”—demand represented by holding a commodity in expectation 
of higher prices—is also discussed, but whether this term is used in 
terms of a schedule or in terms of the quantity held for speculative 
purposes is not clear. In general the study suffers, it seems to me, from 
a failure to conccive demand rigorously in terms of demand schedules 
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and from not separating clearly—a fault too common among agricul- 
tural economists—the effect of a change in the shape of the demand 
curve (elasticity of demand) from a shift in the demand curve. 

While the study purports to be concerned with the monetary in- 
fluences of the price of wheat, a very large part of the bulletin—if, 
indeed, not the bulk of it—is devoted to a great many matters that 
have nothing to do with monetary policy, including withholding of 
stocks (as in the Canadian wheat pools and the American Farm Board), 
campaigns to “grow more wheat,” the effect of expansion and contrac- 
tion of income (surely not wholly or perhaps even mainly due to mone- 
tary factors), influx of capital funds, public loan expenditures, and 
pressures on the balance of payments. 

Much emphasis is placed on the price of wheat in terms of gold and 
one gets the impression that the author is particularly concerned about 
the effect of different policies upon the gold price of wheat. In point of 
fact, however, the gold price of wheat was increasingly of relatively 
little significance for the different wheat producers as one country 
after another abandoned the gold standard. This statement, however, 
in no way implies that for analytical purposes it may not well be worth 
while, as the author does, to relate the gold price to the currency price, 
and to consider causal factors bearing upon the one or the other. 

The author first presents two charts, showing (1) the correlation of 
world-carryover to the price of cotton, and, (2) the correlation of the 
world-carryover to the price of wheat. The author asserts that the 
first correlation is practically perfect, and that the second, while good, 
is somewhat less perfect. In point of fact, it would have been helpful 
if the author had next presented a statistical measurement of deviation 
of the price from what might be regarded as normal from the stand- 
point of year-end carryover. Such a statistical measurement would 
have enabled the reader to follow the detailed argument with greater 
ease. Indeed, at many points the wheat-price charts for the different 
countries running in terms of the purchasing power of wheat, currency 
wheat prices, and gold wheat prices do not always seem to correspond 
with the author’s interpretation of the price movements. 

The general difficulty with the treatment is the rather narrow and 
arbitrary interpretation of supply-demand relationship in terms of the 
year-end carryover. Not only what the author calls speculative de- 
mand but also the general forces making for deflation or expansion in 
the total national income are in reality, of course, all subsumed under 
supply and demand, as these terms are understood by economists. In- 
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deed, at some points the argument is stressed that a general deflation- 
ary movement and severe decline of the total national income are of 
relatively slight significance with respect to the movement of wheat 
prices. Thus it is argued on page 276 that the demand for imported 
wheat into England was in no way affected by the deflationary policy 
after the return of the gold standard in England in 1925. It is said that 
the deflationary policy could hardly have depressed the demand of the 
population for wheat bread, since bread is one of the cheapest foods 
and under depressed conditions “‘the demand for cheap foods tends 
rather to increase,” and, indeed, British imports in this period did not 
decline. All of this surely overlooks the drastic shift of demand curves 
in general, including the demand curves for food products, when the 
national income is sharply curtailed. If one were to apply the argu- 
ment just stated to pork prices in the United States—for example, 
from 1930 to 1932—it could also be said that the quantity consumed 
continued on an extraordinarily high level, but pork products are 
among the cheapest meat products and therefore the “demand”’ought 
during the depression to increase. Thus one would arrive at the anom- 
alous conclusion that the drastic fall in the national income in this 
country had no influence upon the price of pork. This is, perhaps, one 
of the worst examples in the bulletin of the seriously confused use of 
the term “demand,” the result of which use is to arrive at wholly wrong 
conclusions. 

Similarly, the effect of currency depreciation upon wheat prices is 
considered from a restricted and narrow point of view without adequate 
regard for the general impact of depreciation upon the expansion of the 
national income in various countries and the effect of this expansion 
on wheat prices. Short-run factors flowing from currency depreciation 
are stressed without adequate regard for the general effect on the 
economy as a whole. 

It is argued at several points that currency depreciation in the 
producing countries by reason of the improved price of wheat in cur- 
rency induced farmers to accelerate the rate of wheat sales, and that 
the accelerated flow of wheat to the market at times seriously de- 
pressed the gold price of wheat. Even from the short-run standpoint 
inadequate attention appears to be given to the effect of large over- 
hanging stocks upon price and it may well be questioned how much 
some movement of these stocks would affect a market which already 
had taken account of them. In any event an unloading of wheat at one 
point in ‘he crop year would relieve the situation in a subsequent 
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so that it would appear that the most that could be said from 


this si@pdpoint is that within the crop year certain price movements 
resulte™4 which without currency depreciation might not have oc- 
curred, Wit that any important long-run deflationary influence upon 


price situation ! 
of the currency. 


(p. 280) he raises th} question whether the excessive decline of the gold 
price of wheat from \ugust, 1930, to July, 1932, could be ascribed to 
the depreciation of tl British pound. In another place he points out 
that the gold price of \heat did not fall after British depreciation and 
this is substantiated b'\ the charts. There seems to be no reason for 
raising the question abo\:t the effect of British depreciation upon the 
movement of the price of wheat prior to July, 1931, since the deprecia- 
tion occurred after this date. On page 307, however, the author refers 
to the excessive decline of wheat prices from August, 1931, to 1932, but 
in point of fact, as indicated above, charts 3, 10, 11, 12, and 13 are all 
in agreement that the gold price of wheat did not fall in this period and 
that in many countries the currency price of wheat rose. It is not clear 
what factors prevented the decline in the gold price of wheat which one 
might logically expect from the depreciation of the currency of one of 
the main consuming wheat centers. 

With respect to the depreciation of the American dollar, the author 
argues that this event “probably contributed less to the rise of Ameri- 
can wheat prices than first impressions suggest and many assume.” 
Yet the chart of American prices indicates a rise in the dollar price of 
wheat in the five-month period terminating in July, 1933, more than 
commensurate with the depreciation of the dollar. Moreover, there is 
no indication from the charts that the gold price of wheat was de- 
pressed by this action, since there is a progressive movement with the 
usual seasonal fluctuations upward in the gold price of wheat beginning 
with the second quarter of 1933. 
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With respect to the Canadian dollar, it is asserted that the deprecia- 
tion of currency in November and December (apparently the reference 
is to the year 1931) “particularly had a depressing effect on world 
wheat prices,”’ though it is not made clear how or why it had this 
effect. The charts on gold prices, however, do not seem to support this 
assertion, even though it were assumed that monetary factors alone 
operated on the price movement. It is also asserted that from August, 
1931, to July, 1932, Canadian “wheat prices in depreciated Canadian 
dollars did not depreciate proportionately with depreciation of the 
currency..... ” This, however, seems to overlook altogether the ex- 
tremely important fact (to which only passing reference is made with- 
out integration with the main argument) that, so far as the over- 
whelmingly important export market (England) is concerned, the 
Canadian dollar in this period did not depreciate at all, but in fact 
appreciated, so that in this period one would in fact have a right to 
expect a fall in the currency wheat price in Canada so far as monetary 
influences are concerned. This argument illustrates very well the fail- 
ure of the bulletin to make an adequate analysis of the impact of 
depreciation in terms of consuming countries versus producing coun- 
tries and of the elasticity of supply and demand—used in the technical 
sense—in exporting and consuming areas. 

The author concludes with the statement that now that practically 
all countries have depreciated their currency a recovery of wheat 
prices to their predepression level is possible only in the event of a 
sharp rise of the general price level. This seems to eliminate the pos- 
sibility of important changes in consumption and output and in trade 
barriers, which might in a very important manner influence the price 
of wheat. At any rate this statement has merit in that it seems by 
indirection—via the general price level—to relate the price of wheat to 
changes in the national money income, a factor which ought to be 
stressed much more than is the case in this bulletin. 


Harvard University ALVIN H. HANSEN 


An Abstract of a Treatise of Human Nature, 1740. A pamphlet hitherto 
unknown by Davip Hume. Reprinted with an Introduction by 
J. M. Keynes and P. Srarra. Cambridge, England: At the Uni- 
versity Press; New York: Macmillan Co., 1938. Pp. xxxii+32. 
$1.00. 
The effect of this book is to alter decisively, if only on a somewhat 
minor point, the bibliographies of two British authors of the eighteenth 
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century whose writings are of special interest to economists. For the 
last forty years, thanks to a misreading of a letter from Hume to 
Hutcheson of March 4, 1740, it has been customary to attribute to 
Adam Smith, then aged sixteen and still an undergraduate at Glasgow, 
the authorship of a précis of the first two books of Hume’s Treatise of 
Human Nature (1739); in the absence of any direct knowledge of the 
piece in question, it was a simple matter for the biographers of Smith 
to reconstruct the circumstances of its composition in some detail— 
to suppose that the task had been undertaken at the suggestion of 
Hutcheson and that the result was to attract to the young author thus 
early in his career the favorable notice of Hume. Unfortunately for this 
legend, copies of the abstract have at last turned up; and it is now clear, 
first, that the “Mr. Smith” referred to in Hume’s letter was not the 
future economist but in all probability one John Smith, a Dublin 
bookseller whom Hutcheson had recommended to Hume as a possible 
publisher for his contemplated revised edition of the Treatise; and 
second, that the précis—or, to give it its full title, Am Abstract of A 
Book lately Published; entituled, A Treatise of Human Nature, &c. 
Wherein the Chief Argument of that Book is farther illustrated and ex- 
plained—was in reality written by Hume himself, and published 
anonymously by him in March, 1740, with the aim of increasing the 
disappointingly small audience of the Treatise “by removing,” as his 
Preface put it, “sore difficulties, which have kept many from appre- 
hending his meaning.”’ 

It is from this circumstance that the Abstract was not merely a sum- 
mary of the Treatise, but on several points, especially in the analysis 
of reasonings from cause and effect, a restatement and interpretation, 
that Messrs. Keynes and Sraffa derive their most cogent arguments 
concerning the identity of its author. For it is hard to conceive that 
anyone other than Hume himself could, before March, 1740, have 
anticipated as closely as does the writer of the Abstract either the sub- 
stance and manner of certain passages in the Appendix to Volume IIT 
of the Treatise which did not appear in print until later in 1740 or cer- 
tain details which were added to the argument about causation only 
when Hume re-worked the Treatise for inclusion in his Philosophical 
Essays in 1748. The editors have assembled and interpreted this evi- 
dence with remarkable clarity; the only criticism of their demonstra- 
tion that can be suggested is that they have overlooked several other 
similar correspondences between the Abstract and letters written by 
Hume between 1737 and 1739 the effect of which is to give still greater 
weight to their proof (cf. Abstract, p. [3], with Letters, ed. J. Y. T. Greig, 
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I, 24; Abstract, p. [4], with Letters, I, 26, 34; Abstract, p. 8, with Letters, 
I, 26; and Abstract, p. 31, with Letters, I, 31). 

Of the Abstract itself it is sufficient to say that it exhibits the same 
excellences of manner which make Hume’s essays models of classic 
English prose and that, with respect to substance, it deserves the 
praise bestowed by its editors when they call it “as good a brief intro- 
duction to the essence and original genius of the Treatise as can be 


found.”’ 
R. S. CRANE 


University of Chicago 


Conjunctuurdiagnose: Een onderzoek Betireffende de Diagnose en de 
Therapie der excessieve cyclische Fluctuaties van het economisch Leven 
(“Diagnosis and Therapeutics of Excessive Economic Fluctua- 
tions”). By W. L. Vatk. Haarlem: De Erven F. Bohn N. V., 1935. 
Pp. xxii+541. Hfl. s. 

Abstract in the English Language from Diagnosis and Therapeutics of 
Excessive Economic Flu ‘uations. By W. L. VALK. The Hague: Pri- 
vately printed' [1935]. Pp. xvi+8o. 

This is the first volume of « series of three books, the final purpose of 
which is the therapeutics oi excessive cyclical fluctuations. For that 
purpose, adequate diagnosis of these fluctuations is essential, and the 
present volume tries to bring business-cycle theory into such a form 
that a statistical diagnosis may be possible. 

Now, it is true that much statistical work has been done in this 
field without a sufficient theoretical background; and it is equally true 
that of many theories the statistical verification has never been seri- 
ously tried. But clearly the «ap between theory and statistics is not 
so wide that a book of over iive hundred pages is required to fill it up. 

What Dr. Valk actual’y does, then, is not so much to repeat existing 
theory or theories in terms of measurable conceptions, but to give a 
more or less original theory of his own. He does not, however, develop 
a complete theory of the cycle, starting in one point of it and then 
guiding the reader from phase to phase, until the starting-point has 
again been attained. The author takes as a central point of his reason- 
ings the obvious fact that, in a capitalist economy, the determinant 
force of general business conditions is profit. With regard to changes 


An eighty-page abstract in English will gladly be sent to professional economists 
by the author, 398 Weissenbruchstraat, The Hague, Holland. 
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in other economic quantities the question is always asked: How will 
profits, directly or indirectly, be influenced? General profitability is, 
however, far too rough an indication of the business situation. The 
problem has to be split up, and the author rightly pays much attention 
to partial profitability and unprofitability (partial overproduction) 
and its consequences. Parallel thereto, general and partial (il)liquidity 
are discussed. 

The whole of this analysis runs in terms of streams of purchasing 
power—a hydrodynamical way of expression that seems extremely 
useful as it constantly reminds the reader of the connected statistical 
problems: the capacity and the speed of the stream. 

Un homme averti en vaut deux. In the Introduction the reader has 
been informed that the purpose of this book is to connect theory and 
statistics. He then cannot help feeling somewhat dissatisfied when he 
often encounters the expression that “everything depends on time and 
quantity coefficients” (time coefficient here meant as time lag); and 
that these quantitative problems will be treated in the next volume. 

The author has not, however, consistently devoted the present 
volume to theoretical considerations. On the contrary, he often en- 
deavors to discuss theory as little as possible. Fortunately, he does not 
stick to this and gives us many valuable pieces of theory. But still too 
much space in this book is given to something that is neither theory 
nor statistics, but merely remarks by an able economist on business life. 
Many of them are of some interest, but they do not contribute much to 
the solution of the very problem of the study. (This applies, inter alia, 
to the author’s often repeated remarks on psychological influences. 
These may be of importance, but they certainly have to be abstracted 
from in the first approximation of a statistical diagnosis.) This de- 
tracts considerably from the readability of the book, and so also do 
page after page of “as we saw above” and “as we shall see later on.” 

J. J. Potak 
Geneva, Switzerland 


Diminishing Returns and Planned Economy. By GEORGE M. PETER- 
son. New York: Ronald Press Co., 1937. Pp. xii+254. $3.00. 
“Practically every proposal advanced during the Roosevelt Ad- 

ministration in the name of economic planning or of a planned econ- 

omy, can be condemned on the ground that it is contrary to the law 

of diminishing returns” (p. 197). 
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This is an unfair quotation in so far as it suggests that the author 
is a victim of New Deal phobia. It does, however, seem to be only a 
slightly exaggerated picture of the oversimplified way in which a 
transition is made from a highly abstract analysis of the general nature 
of production functions to practical suggestions for the intelligent 
planning of the national economy (without, however, resorting to 
communism). The quotation acquires meaning when one realizes that 
the author has been so fascinated by the concept of diminishing returns 
and the whole mystery of the production function that he has added 
unto it the whole of the rest of economic theory as well as some basic 
criteria of sound policy. “Contrary to the law of diminishing returns” 
thus means “‘based upon an inadequate understanding of the economic 
implications and therefore contrary to sound policy.” 

The first half of this book is an analysis of the production function; 
Z, the product, being a function of the quantities of two factors, X and 
Y. The analysis is conducted almost entirely in terms of arithmetical 
examples and plane figures—mostly cross-sections of the three-dimen- 
sional production function, a photograph of a wooden model of which 
is also shown. The distinctive feature of the presentation is an ex- 
treme emphasis on the ratios between the factors and the effects of 
changing the ratios rather than on the effects of varying one factor 
while the other is kept constant. As a result, instead of the usual pair 
of returns curves which show the amount of product for a fixed amount 
of X and varying amounts of Y as well as for a fixed amount of Y 
and varying amounts of X, we have, as a basic diagram for the whole 
exposition, a curve which shows the amount of product with both X 
and Y varying so that the ratio between them goes through the whole 
range from only X and no Y through the 1:1 ratio when there are an 
equal number of units of either, to the other extreme with no X and 
only Y. (This is reduced to two dimensions by fixing the quantities of 
X and Y so that the sum of the number of units of both together is 
held constant. The author, however, is uninterested in quantities and 
speaks as if the figure showed cnly ratios.) 

The advantage of this method of presentation is that the symmetry 
in the relationship between the two factors is more easily seen than in 
the alternative presentation. This, however, is more than offset by the 
disadvantages. It leads to too unquestioning a limitation of the 
analysis to homogeneous functions of the first degree. It obscures the 
relationship between the price of a factor and its marginal product. It 
renders more difficult the expianation of the relationship between costs 
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and returns. It misleads the author himself on this subject as well as 
on the matter of intensive and extensive margins of cultivation. In 
general, the concentration on ratios renders very easy the transfer- 
ence from one factor to the other of propositions that refer to variations 
in one when the other is kept constant. It is in spite of, rather than be- 
cause of, this method that the author is able to make some valid 
criticisms of the concepts of capacity and efficiency as used by J. D. 
Black in his Production Economics, and it is clearly because of his 
fascination by the ratio that he is confused by the relationship between 
the least-cost combination and the greatest-profit combination and 
that he is induced occasionally to make statements like: “As long as 
a gain can be made from substituting one factor for another, the pro- 
ducer who fails to take advantage of such an opportunity may be said 
to have an opportunity cost” (p. 73). 

The second half of the book consists of a more or less labored transi- 
tion from that part of the analysis of the production function that can 
be expressed in terms of the adjustment of the ratio between two fac- 
tors to a proposed program for social-economic planning for the United 
States that is given in an Appendix. 

As economic analysis this part of the book is much less satisfactory 
than the first part. Unemployment is alternately and independently 
explained in terms of the results of mortgages and foreclosures which 
set natural resources idle and as the result of an inadequacy of effec- 
tive demand due to the inequality of distribution of income between 
individuals. Although the earnings of the factors are declared to be 
determined by marginal productivities tempered by monopoly, it is 
suggested that bargaining power comes in somewhere. The theory of 
the rate of interest is most inadequate and seems to be a kind of pure 
time-preference theory, though not enough is said to incriminate the 
author beyond doubt, while there are indications of the acceptance of 
a most naive form of the quantity theory of money so that people who 
agitate for an increase in the amount of money are made to seem merely 
concerned to make the national income look bigger by diminishing 
the size of the unit in which it is measured. 

But in spite of these and similar theoretical weaknesses the second 
half of the book is very interesting. The author shows an awareness of 
some interactions of economics and politics that many economists are 
prone to forget. He is careful to point out that there is no moral rela- 
tionship between the marginal productivity of factors of production 
and the income of the owners of the factors. He recognizes that great 
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concentration of wealth naturally leads to the control of government 
by the plutocracy, so that he does not dismiss monopolistic and regula- 
tory distortions of the ideal use of resources as due to stupid or wicked 
government interference with industry. 

His recognition of the responsiveness of government to social forces 
does not, however, go so far as to take into account the way in which 
these forces operate on suggestions for social amelioration. It is be- 
cause of this that his conclusions, instead of being an indication of what 
these forces are likely to bring about, consists of a recipe to be applied 
by the well meaning in the interest of the nation as a whole. The con- 
clusions, even though they are permeated by a somewhat apologetic 
concern about an impending race suicide (or at any rate a cessation of 
the increase in the national population), contain provisions for a con- 
siderable redistribution of income and measures for increasing the effec- 
tiveness of competition. In particular is the author’s fire directed 
against schemes for maintaining prices by restricting output. This is 
the antisocial activity of the Roosevelt Administration with which the 
author, as an agricultural economist, has come into the closest con- 
tact, and his attitude on mortgage foreclosures as also his preoccupa- 
tion with the problem of inefficiency in management (inferior ratios 
between factors) and many other minor indications betray a closeness 
to the farmer. 

These qualities, and the absence in English of a clear discussion of 
the production function as in the writings of Schneider and Stackel- 
berg, make the book useful in spite of, or perhaps even because of, its 
errors as a basis for critical discussion of topics of interest for both 


practical and theoretical economics. 
A. P. LERNER 


University of California, Berkeley 


International Raw Commodity Price Control. By ROBERT F. MARTIN. 
New York: National Industrial Conference Board, Inc., 1937. Pp. 
xvi+ 166. $3.50. 

This book consists of separate studies of international control 
schemes in cotton, wheat, sugar, coffee, rubber, silk, tea, copper, and 
tin, prefaced by a chapter which summarizes the broad conclusions 
yielded by “‘intensive inductive analysis of the situation with respect 
to each commodity.” The separate studies all conform to much the 
same pattern, namely, an account of the history of control schemes in 
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the industry varying from three up to ten pages in length, followed by 
charts of the changes in stocks and prices in different countries and in 
the world as a whole, and one showing the percentage variation of 
prices above or below the exact inverse and proportional relationship 
to world-stocks on a base period around 1922-26. The Appendix gives 
prices in American currency together with index numbers of these 
prices adjusted for changes in the general price level, and world visible 
supplies together with index numbers adjusted for seasonal variation, 
all for the period 1920-36. 

This book has been wrongly conceived. If the objective was to pre- 
sent a general history of control schemes, the statistical work is largely 
out of place, and if this had been eschewed, there would have been 
space for a reasonably comprehensive historical summary. As it is, the 
accounts are extremely inadequate, and therefore likely to be mislead- 
ing, as the inevitable result of compression into ten pages each and in 
many cases much less, though even making such allowance the treat- 
ment of some topics, such as the international wheat and sugar agree- 
ments and the copper situation in recent years, inclines one to wonder 
whether the author himself has really studied the subjects in detail. 
The situation is not alleviated by the complete absence of authorities 
or of references to the existing literature on the subject. If, on the other 
hand, the objective was to make a statistical study of control schemes 
with a view to a real contribution to knowledge, the author’s efforts are 
far too limited, half-hearted, and the whole scheme too purely mechani- 
cal. A statistical study which is confined to prices and visible supplies, 
and which takes no account of production, consumption or costs, and 
which pays little or no attention to secular changes is not likely to 
yield conclusions of much merit or utility. Even in his confined field, 
it would perhaps have been as well if the author had given some hint 
that the visible supplies of different commodities have no common 
definition, so that they form no common proportion of the total stocks 
in existence, and if he had reminded his readers that some control 
schemes took the form of restriction of output and some of accumulat- 
ing stocks. Nevertheless some interesting points emerge from the sta- 
tistical studies, and if only the figures on which the charts are based 
had been given instead of the charts themselves, future investigators 
might have owed some debt of gratitude. As to chapter i which sum- 
marizes the conclusions, it is enough to point out that here again com- 
pression has meant broad general statements to most of which excep- 
tions and modifications are very seriously required. The truth is that 
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we now know more about this subject and its complexities than can 
possibly be squeezed into fifteen pages. 

In so far as this book is intended for the serious reader, it is both 
superficial and pretentious. It certainly does not substantiate the claim 
of the National Industrial Conference Board that it “provides a com- 


plete and authoritative statement” on its subject. 
J. W. F. Rowe 


Pembroke College 
Cambridge, England 


The Dollar: A Study of the “New” National and International Monetary 
System. By JoHN Donatpson. New York: Oxford University 
Press, 1937. Pp. xix+271. $3.75. 

The first part of Donaldson’s book deals with the internal aspects of 
the dollar experiment. He commences by giving a useful survey of the 
legislation in the sphere of currency policy and a short account of the 
policy of raising the reserve ratios of the member banks and the gold 
stabilization plan. There follows a chapter on “monetary theories.” 
Many of the views to which this chapter gives expression provoke in- 
stant disagreement—as, for example, the assertion that “the pure 
quantity theory assumes that money is a passive and colorless medi- 
um”’ (p. 62), whereas in fact it is the essence of the quantity theory as 
formulated by Fisher that money is the active factor in the equation 
of exchange and P (prices) the passive factor. Similarly it is stated that 
“government activity” is necessarily associated with the issue of money 
and that this is inconsistent with the “pure quantity theory.”’ Evident- 
ly Donaldson has an erroneous conception of the meaning of the quan- 
tity theory and also of the equation of exchange, for after pointing out 
that it is possible to conceive of a type of control over the quantity of 
money which would lead to an increase in T without a rise in prices he 
adds that “this would of course lead to a new formula.” Fisher’s for- 
mula as such is a truism and is independent of any particular assump- 
tions about the effect of the increase in the quantity of money— 
whether it be a rise in P or in 7, or even a fallin V. Again, the sentence 
in which Donaldson says that it is possible to argue not only that rising 
prices increase profits and therefore production but also “with equal 
validity” (p. 69) that low prices stimulate consumption and therefore 
production, conflicts both with theory and with experience. (In any 
case, the antithesis would have to be between rising and falling prices, 
or between high and low prices, and not between rising and low prices.) 
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There fcilows an analysis of the effects of the dollar experiment on 
the internal economy, with details relating to the movements of bank 
credit, production, prices, etc. Donaldson is here very cautious 
in his appraisal, perhaps justifiably so, but the result is that this chap- 
ter reads more like a meticulous description than an attempt to 
analyze the interconnections between the various movements. 

The second part of the book treats the international aspects of 
the problem along exactly similar lines to the first part. It commences 
with an account of the consultations of international conferences on 
monetary policy from the Brussels and Genoa conferences onward. 
This is followed by a survey of the elements of the theory of interna- 
tional trade, especially the monetary aspects. The next chapter at- 
tempts to analyze the international effects of the dollar experiment. 
The author is again very cautious in his appraisal of the experiment. 
One point may be selected for further comment. Donaldson seems to 
hold the view that the gold inflow was the result of monetary measures. 
The devaluation signified rising gold prices in the U.S.A. and this led 
to gold imports “by the amount of difference between the American 
and foreign gold prices” (p. 179). Those who sent over the gold “even 
though induced to do so partly because they could thus get a bargain, 
nevertheless must have had something they wished to purchase, some 
particular bargain if not in merchandise then in something else”’ (p. 
180). This “something else” was the purchase of securities or the de- 
posit of money in banking accounts. This view is slightly different from 
the usual one, according to which the inflow of capital is held to be the 
cause of the gold inflow. I think there is a kernel of truth in Donald- 
son’s view in so far as he explains the gold inflow in terms of the dif- 
ference in the price of gold in America and elsewhere, say on the Eng- 
lish gold market. If the price of gold in England falls, either because 
the European exchange equalization funds are buying less or because 
the demand for hoarding has declined, it will be profitable to change 
dollars into pounds and to send gold to the United States. The dollar 
will fall. How much gold goes to the United States, as the only country 
with a fixed gold price, is entirely dependent on the policy of the 
European equalization funds and the hoarding demand, which together 
determine the price of gold in London, and is consequently not a direct 
consequence of the flow of capital to the United States. Only in so far 
as the flow of capital to the United States signifies a demand for dol- 
lars, so that the European funds have to buy less gold in order to keep 
the dollar at a given level, can we say that the gold flow is a result of 
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the capital flow. But the decisive factor is the policy of the European 
funds. If they were to cease buying gold entirely then the gold, unless 
there were a heavy hoarding demand, would have to go to the United 
States no matter whether there were an inflow of capital or not. But, 
although the difference in the price of gold in the United States as com- 
pared with the price elsewhere is decisive for the gold inflow, it seems 
to me to be wrong to ascribe this difference to the increase in the 
American gold price in dollars due to the devaluation (as Donaldson 
does), since the dollar sterling exchange rate changed at the same time 
in the same direction. Special reasons have to be given for the tendency 
of this difference to establish itself. Nor would I agree with Donald- 
son’s contention that those who send the gold to the United States buy 
some kind of securities. The exporters of capital are a quite distinct set 
of people from the arbitrageurs who ship the gold. The latter do ship 
gold simply in order ‘‘to get a bargain.” 

The book concludes with a treatment of the problem of “‘interna- 
tional stabilization.” A series of useful tables are given in the Appendix. 


University of Freiburg F. Lutz 


Freiburg, Germany 


The International Banks. By A. S. J. BAsteR. London: P. S. King & 

Son, Ltd., 1935. Pp. vii+269. 12s. 6d. 

International banks are vaguely defined (p. 1) as serving “mainly 
to transfer capital, in one form or another, from countries where it is 
cheap to countries where it is dear.”” As a matter of fact, Dr. Baster 
restricts his painstaking research to the history and operations of 
British financial institutions with offices in countries outside the 
Empire, particularly in South America, the Near East, and China; he 
dealt with those operating in colonies and dominions in a previous (1929) 
volume on The Imperial Banks. The present study does not devote 
much space to the analysis of international transactions, with the 
exception of a small number of major cases. The author’s main inter- 
est appears to be the financial motives and their political backgrounds 
(if any) as well as the reasons for success or failure of the individual in- 
stitutions. His technique consists in presenting each bank’s history on 
the basis of industriously excerpted source materials, much of which 
never before has been utilized, providing a wealth of valuable insight 
into the financial] scheming and planning of the international banker 
since the 1840’s. 
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Dr. Baster makes but little effort to summarize the significant re- 
sults of his scholarly research; he writes as an economic historian rather 
than an economist, more interested in the “facts” than in their broader 
interpretation. Yet, several significant results of a general nature may 
be pointed out. It is indicated by many examples that the interna- 
tional banker used to operate under extremely difficult and competi- 
tive conditions, and that in spite of abortive experiments a great deal 
of wisdom has been displayed, to the benefit of all involved. The myth 
that the British government has abstained during the nineteenth cen- 
tury from interference with capital movements is definitely destroyed. 
On the other hand, the facts presented convey the impression that 
whatever official assistance or encouragement has been given the inter- 
national banks did not lead as a rule to surpassing the limits of com- 
mercially reasonable standards. Unfortunately, sparsely interjected 
general statements rely in part on other authors (especially on Feis) 
and arrive at occasional interpretations of doubtful validity. “The 
European Governments [including the British] politically and eco- 
nomically very strongly entrenched in Turkey ....set up banks 
which unstimulated private enterprise would not supply, and used 
existing institutions to produce capital movements which might not 
otherwise have occurred” (p. 112). Maybe so, but the essential ques- 
tion is whether the banks and enterprises thus created have fulfilled 
reasonable economic functions within a competitive framework, or 
else turned out to be moncpolistic devices and “parasitic” structures. 
Dr. Baster follows the prevailing (quasi-liberal) tendency of the litera- 
ture of capitalistic expansion in ignoring this aspect of the problem, 
and creating an appearance of dramatized “dollar-diplomacy” which 
has comparatively little basis in the facts produced by his own study. 

The field of foreign investments in backward countries has become 
a hunting ground for anticapitalistic enthusiasts whose favorite tech- 
nique of presenting the “facts” about the co-operation of diplomacy 
and business, without raising the issue of justification in face of cir- 
cumstances and effects, usually results in a distorted picture, and tends 
to serve, consciously or otherwise, for propaganda of a specific char- 
acter. Dr. Baster is free of the vindictive and righteous spirit which 
many, especially American, scholars have displayed in this field, but, 
like most others, he is guilty of not having escaped the temptation to 
dramatize the diplomat’s role at the expense of a less “modern” but 
more truthful approach, consisting in the analysis of the economic 
merits of each case. 
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In the post-war era, of course, to which chapter vii (pp. 190-233) 
is devoted, economic nationalism has eliminated most of the interna- 
tional banks, or substantially reduced their role. It led to govern- 
mental credit insurance and other subsidized devices in the creditor 
countries and to new and highly unsuccessful financial ventures in 
Austria, Czechoslovakia, Latvia, etc. The “Conclusion” of the author 
(pp. 234-42) points out the failure of the early British attempt to 
supervise and regulate banks operating in colonies and elsewhere, and 
barely mentions the “services to commerce” which the international 
banks have rendered. Instead, it »mphasizes the political backing, 
without even distinguishing betwec.. “normal” times and periods of 
emergency and extreme nationalistic tendency, thus adding fuel to the 
flame of the “stiff prejudice” (p. 238) against those banks. However, 
as a first attempt to break in a virgin territory of historical analysis, to 
be used for guidance to further and more profound research along its 


lines, the book deserves the highest praise. 
MELCHIOR PALYI 


University of Chicago 


The Problem of International Investment: A Report by a Study Group of 
Members of the Royal Institute of International Affairs. New York: 
Oxford University Press, 1937. Pp. x+371. $7.50. 

Like some of the other reports of the Royal Institute, this report is 
the work of a committee, in this case headed by Mr. H. D. Henderson. 
Unlike some of these other reports, the individual contributions have 
been merged in one text which—considering that procedure—is re- 
markably homogeneous and readable. To a student—and a volume 
published at this price could hardly kuve been intended for “the gen- 
eral reader”—the result is not as satisfactory as a text in which some 
of the give-and-take among the members is made available to the 
reader. 

As it stands, however, the volume is an “indispensable” item for any 
library on international relations in their economic aspect. It gives in 
handy and reasoned summary the data and estimates concerning the 
leading creditor and debtor countries, the record of international in- 
vestments during the depression, and a number of useful documentary 
appendixes. The very completeness of the record in other connections 
draws attention to the scant attention given to the investments of the 
Dutch and the Swiss, who together held 23.6 per cent of the foreign 
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investments in the United States in 1935, but this is distinctly a minor 
weakness in a remarkably complete compilation of relevant material. 
Part I (the first 109 pages) gives an analysis of the future of inter- 
national investment in terms of the factors that played a role in the 
process during the past century. Present population trends and agri- 
cultural production techniques have diminished the pressure to develop 
new food-producing areas, and the development of economic national- 
ism has supplied a wide variety of deterring influences. So-called “di- 
rect” investments are not seen as in the same degree subject to these 
new forces. But in general the conclusion is that there is no evidence in 
any direction 
that Great Britain will ever again be able profitably to invest abroad on the 
same scale as in the past. The opportunities for the profitable utilization of 
capital do not exist. Lending to overseas borrowers may be expected to con- 
tinue, but it will most probably be both smaller in volume and different in 
kind [p. 36]. 
And, from the standpoint of the lending country, 
international investment is likely on the one hand to prove less valuable 
socially and less safe for the individual investor, and on the other, if under- 
taken on an extensive scale, to entail greater dangers of exchange troubles 
than formerly [p. 38]. 


A carefully reasoned chapter analyzes the impact of economic na- 
tionalism upon monetary practice. The soberness of this section is par- 
ticularly interesting in view of American echoes of British theoretical 
rationalization of necessity, which in advocacy of “free exchange 
rates” have become as lyrical in their praise of the new monetary na- 
tionalism as the Republican orators of the McKinley era were in sup- 
port of their particular type of “sound” money. This report underlines 
that instability in foreign exchange rates constitutes an obstacle to the 
revival of long-term international lending, although it also stresses that 
tendencies of an entirely different character are diminishing the scope 
for advantageous international lending. Exchange uncertainty is, 
therefore, not seen as capable of inflicting such great damage as might 
have been the case in the past. 

The analysis in Part I also contains an excellent chapter on “The 
State and International Investment.” 

Harry D. GIDEONSE 


Columbia University 





898 BOOK REVIEWS 


Danish Agriculture: Its Economic Development. By EINAR JENSEN. 
Copenhagen: J. H. Schultz Forlag, 1937. Pp. xvi+417. $3.75. 
Because of the leadership taken by Denmark in certain fields of 

agriculture, there has been a need for an authoritative description of 
the development of Danish agriculture. In this volume Dr. Jensen has 
attempted a description and economic analysis of Danish agriculture 
centering on the free-trade epoch from 1870 to 1930. The analysis, 
however, carries over a much longer period. The author has presented 
in a clear, readable style a historical statistical analysis. He has ac- 
counted for the main factors, both foreign and domestic, which have 
influenced Danish agriculture. 

The more detailed analysis of the period 1870-1930 is reserved for 
the final chapters. It follows a general historical analysis of political 
and economic history from the Middle Ages to the war with Prussia 
which resulted in the loss of Slesvig and Holstein. During this period 
economic evolution followed a course between that in England and 
that on the Continent. While economic changes lagged somewhat be- 
hind changes in England, the lower classes generally fared better than 
might have been expected under the form of economic organization 
prevalent in Denmark. 

Since 1870 Denmark has developed rapidly until it has now assumed 
a lead in the evolution of economic organization as it relates to agricul- 
ture. The effects of international monetary and technological influ- 
ences and of tariffs is discussed in chapter vii. The conclusion is reached 
that periods of prosperity and depression in Danish agriculture can be 
explained, in the main, by changes in the general price level. A study 
of the period 1870-1900 leads to the conclusion that the low prices 
received for farm products in Denmark were the result of the scarcity 
of gold rather than of the competition of cheap grains from America. 
Convincing evidence is presented to show that the shift from grain 
production to dairying which took place during this period was the 
result of technical changes which resulted in better adaptations to 
Danish conditions. The generally accepted explanation, that this 
change was the result of favorable prices for butter compared to grain, 
is discounted. 

The author makes an excellent case for the traditional “free trade” 
policy, which has been accepted in Denmark since the rise of individ- 
ualism following the Napoleonic wars. Denmark has followed a policy 
of encouraging the “middle-sized” family farm throughout this period. 
In the opinion of the author, this policy will probably continue. Only 
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limited growth is expected in small holdings. The rapid growth in co- 
operatives is explained by the technical requirements of the middle- 
sized farms, the technical changes in manufacture and transportation, 
and the development of markets for high-quality products in England. 

The development of co-operative credit facilities is described and 
correlated with the increase in farm-ownership. This analysis is not 
carried as far as others, and no conclusion is reached regarding the most 
likely outcome of the rapid increase in indebtedness which has accom- 
panied this process. 

The analysis stops with the year 1930, when the study was com- 
pleted. It is unfortunate that the author could not continue his analy- 
sis to include the period from 1930 to 1937 when many of the forms of 
economic organization in Denmark and elsewhere were being tested. 


E. C. Younc 
Purdue University 


The Crucial Problem of Imperial Development. By the RoyaL EMPIRE 
Socrety. (“Imperial Studies,” No. 15.) New York: Longmans, 
Green & Co., 1938. Pp. xiii+203. $2.40. 


This book contains a straightforward account of the proceedings of 
the Conference on Empire Development convened by the Royal Em- 
pire Society (formerly the Royal Colonial Institute) in London in 
November, 1937. It consists, therefore, of a number of papers by 
competent writers and of a summary of the discussion which each 
paper provoked. As the purpose of the conference was “‘to consider the 
relation of consumption and production, practicable methods of stimu- 
lating both, and the effects which the successful attainment of these 
objectives would have on the prosperity of Empire countries and upon 
world trade,” both the papers and the discussion ranged over a very 
wide field. On the last day of the conference Mr. H. V. Hodson, editor 
of the Round Table, stated the main conclusions which had emerged 
from the deliberations. Any attempt at imperial autarchy was em- 
phatically renounced and it was generally accepted that Empire devel- 
opment must be a part of world-development. Yet it was recognized 
that some risk was involved in pursuing the goal of economic inter- 
dependence in a world intent on economic rearmament. In the poorer 
Empire countries the problem is to raise the standard of life of the mass 
of the people to a tolerable level; in Great Britain and the Dominions it 
lies in disposing of large productive surpluses. Human welfare must be 
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the constant aim and it can be achieved only through increased con- 
sumption and economic security. 

These sensible conclusions could, no doubt, have been reached with- 
out a conference. The interest of the conference lies in the way in which 
the speakers—whether professional economists, administrators, busi- 
ness men, or politicians—related their own practical experience and 
their own detailed suggestions to the general framework of the debates. 
And it follows that the book will be of greater interest to students of 


opinion than to students of economics. 
H. F. ANGcus 


University of British Columbia 


Population Distribution in Colonial America. By STELLA H. SUTHER- 
LAND. New York: Columbia University Press, 1936. Pp. xxxii+ 
353- $4.00. 

The chief contribution of this volume consists in the detailed esti- 
mate by townships or counties of the population of the colonies about 
1775 and the dot maps constructed on the basis of this estimate. 
Founded upon all adequate source material now known and available, 
this estimate may be considered the most satisfactory we now have. 
It is interesting to note that the result—2,507,180 population—differs 
but little from F. B. Dexter’s estimate of 2,580,000 for this same date. 
Perhaps the most adequate map of Colonial settlement previously pro- 
vided was that in Volume III of Channing’s History of the United 
States, but this only showed the area settled at five different dates, and 
not the density of settlement. The maps of this volume therefore are 
particularly welcome.' 

The author has taken pains to include in the text the basic data 
used and to explain exactly how her estimates were arrived at in the 
numerous instances, especially for the southern colonies, where esti- 
mates were found necessary. Despite the fact that the maps have been 
produced on the fairly generous scale of twenty-four miles to the inch, 
the county lines are frequently quite indistinct if not altogether lost. 
It would have been a substantial addition to the usefulness of the 
volume if there had been included reproductions of the contemporary 
maps showing county or town lines which were used by the author, 
since most of them are not easily accessible. 


*It may be noted that Nettels’ recently published The Roots of American 
Civilization now provides dot maps showing the distribution of Colonial population 
for several dates other than 1775. 
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Only a minor portion of the text, however, is devoted to explaining 
the bases for the population estimates and map construction. The 
remainder is given over to a historical survey of the growth of popula- 
tion and the spread of settlement in the different colonies and the fac- 
tors determining each. Among the factors involved, most attention is 
given to the geographic, the land systems, the various efforts to attract 
settlers, and the economic activities developed in each section. Nat- 
urally, in view of the limitations of space, this survey is rather sketchy 
and does not get much below the more obvious influences at work. It 
is useful chiefly as a summary of the more important conditions de- 
termining the outcome portrayed by the dot maps. 

CHESTER W. WRIGHT 
University of Chicago 


British Unemployment Policy: The Modern Phase since 1930. By Str 
Ronatp C. Davison. New York: Longmans, Green & Co., 1938. 
Pp. x+136. $3.00. 

Persons acquainted with his earlier book, The Unemployed, will wel- 
come Sir Ronald Davison’s new book on British unemployment policy, 
which covers the period since 1930. His long service in the Ministry of 
Labour and his subsequent years of specialization in the field of unem- 
ployment insurance have amply prepared him for his present responsi- 
bility in the position of social insurance adviser to the British govern- 
ment. 

The author furnishes the kind of historical survey of British unem- 
ployment and governmertal policies which only an expert with a full 
mastery of details can produce. A less experienced and sure-footed sur- 
veyor of this complicated subject generally loses readers in a maze of 
confusing acts, regulations, modifications, and experiments, with re- 
sulting despair as a reward for their attempts to follow him. 

This is no dry-as-dust study by an overcautious author who fears 
the expression of opinion lest some Casaubon accuse him of being unob- 
jective. He has not hesitated to add comment, even contentious state- 
ments, to his assemblage of well-selected facts. Moreover, he boldly 
claims, ‘Expressions of personal opinion are inevitable and justified.” 

The tendency for abuses to creep in during the decade or so pre- 
ceding 1934, when benefits were extended beyond the period originally 
stipulated, shows plainly how soft hearts palpitating in response to 
pressure from constituencies can wreck the basis of an insurance 
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scheme. The author lays the blame for this unhappy period at the 
door of both right and left governments. They excused themselves for 
their laxness by the familiar (to us) rationalization that good times 
were just around the corner and the collapse of the labor market was 
only temporary. The story of subsequent developments leading up to 
the strict limitations of “insurance’’ and the setting up of “unemploy- 
ment assistance” benefits based on a needs or means test makes inter- 
esting reading. 

It is evident that all sorts of problems remain to be solved. How 
shall ‘capable and available” for work be interpreted? Who is “able 
bodied”? What is “nora! occupation”? As Sir Ronald says, one of 
the greatest problems of the Unemployment Assistance Board is “How 
to win and retain a reputation for humane and considerate service, and 
yet to discipline the spongers and the work-shy?”’ We learn that “‘indi- 
vidual case work is very expensive” and costs of administering the 
means test are mounting. The author is critical of work relief and says: 

In other countries work relief is still fashionable, but, even when con- 
ducted with the profusion and variety of the Works Progress Administration 
in the U.S.A., or the practical idealism of President Roosevelt’s Civilian Con- 
servation Corps, they are a crude, wholesale remedy in comparison with 
selective methods of training and rehabilitation. 


Anyone interested in unemployment insurance cannot fail to regard 
this book with admiration and enthusiasm. It is what the British 
would term “knowledgeable.” We are told not only what measures 
were adopted but how and why they were put into practice and how 
they actually worked. It would have been a healthy thing if we in the 
United States had not allowed ourselves to get bogged down in certain 
pitfalls which could have been avoided if we had been more aware of 
the green and red lights British experience has flashed since she in- 
augurated her unemployment insurance system in 1911. 

Mary B. GILson 
University of Chicago 


The British Gas Industry. By Purtre CHANTLER. Manchester: Man- 
chester University Press, 1938. Pp. xi+141. 7s. 6d. 

American readers have had ample opportunity in recent years to 
become acquainted with the more spectacular developments in the 
relation of government to industry in Great Britain, and particularly 
with the institution of semi-government corporations in the public- 
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utility field. With the happenings in the broadcasting, electricity, and 
passenger-transport industries in mind, it is most enlightening to 
learn, from Mr. Chantler’s compact little book, something of a branch 
of British government regulation more closely analogous to our own 
plodding course of administrative control of utilities. There is no lost 
motion in this splendid book—it is solidly stocked with facts, ably 
pointed and carefully trimmed, and the well-directed, closely reasoned 
argument moves easily and with clarity. The author begins with a his- 
torical account of the growth of the gas industry, follows with a clear 
picture of the structure of the industry, and a historical and analytical 
discussion of the development and extension of regulation, and con- 
cludes with an analysis of price policy and a stateinent of recommenda- 
tions. The historical treatment is extensive, relatively, and the manner 
of statement is formal; yet the reader has the distinct impression of 
real familiarity with current operating and regulatory problems. 

The problems of the British gas industry, both privately and as they 
affect the public, grow from the incongruities of and the conflicts be- 
tween a haphazard industrial structure, a rigid and outmoded system 
of regulation, and the presence of lively interindustry competition. 
Regulation has been cast in a tight statutory mold for many decades; 
only recently have the possibilities of flexibility and adaptability been 
given even tentative recognition. One gathers that Mr. Chantler is well 
in the vanguard of British regulatory reformers when he urges the 
establishment of a board of gas commissioners, to secure area co- 
ordination, deal administratively with consumer complaints, and as- 
sume directive control over gas rate structures. The “sliding scale” — 
a deceptively rigid scheme of rate control—is being superseded gradu- 
ally by the “basic price” system, which affords more leeway in the ad- 
justment of individual charges. Mr. Chantler, stressing (possibly over- 
much) the competitive character of the present-day gas industry, finds 
that “the flat-rate system is perhaps the most obstructive single tradi- 
tion which the Industry of to-day has inherited from the monopoly 
period,” and advocates the institution of differential rates based on 
careful market research. 

The analysis of pricing breaks new ground, and is excellently done. 
I have only praise for the author’s emphasis on “the full use of re- 
sources” rather than formal costing and protection against extortion as 
the primary goal of regulation; these may be only different aspects of 
the same objective, but the emphasis is different, and it is well worth 
indulging. My only suggestion is that Mr. Chantler seems to me to 
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have overdone the “‘competitive” character of the industry. After all, 
the competition of a monopolistic gas company with the sellers of 
coal, oil, and electricity is quite different in character, intensity, and 
economic significance from the competition hypothesized as the regula- 
tory force in “competitive economics.” The reader will miss any dis- 
cussion of the general over-all level of rates, but when he realizes that 
he has, thereby, been enabled to read an entire book on utility regula- 
tion without once encountering the phrase “fair value,” any disap- 
pointment is likely to give way to enthusiastic joy. 

The temptation is irresistible to compare the British situation with 
our own. They have contrived their own peculiar inadequacies and 
rigidities, and have kept free from the more conspicuous of our regula- 
tory maldevelopments. It is, of course, literally impossible to prove 
that British regulation is more or is less effective than American, but it 
is pretty clear that, in terms of expense, delay, uncertainties, and 
animosities, we have paid dearly for any mechanical superiority we 
may enjoy—and the payment is not lightened by the realization that it 
has been quite unnecessary, and in no sense inherent in effective and 
properly restrained administrative control. 

BEN W. Lewis 
Oberlin College 


The Growth of Collective Economy, Vol. 1: The Growth of National Col- 
lective Economy; Vol. 11: The Growth of International Collective Econ- 
omy. By F. E. LAwtey. London: P. S. King & Son, Ltd., 1938. 
Vol. I: Pp. xx+524; Vol. II: Pp. xv+485. 35s. set. 


This large, two-volume work on the growth of collective economy 
began as an investigation of the methods of compensation adopted in 
various countries in the transfer of private property to the state, and 
subsequently the inquiry was extended to cover methods of transfer- 
ring industry from private ownership to public ownership and control. 
Volume I, as indicated in the title, deals with the separate national 
developments, while Volume II is concerned with international col- 
lective developments. 

The author conceives the Western world to be in a period of transi- 
tion no less profound than that which ushered out of the feudal system 
the individualistic capitalistic system. He sees this development going 
on in all industrial countries regardless of the character of the govern- 
ment which happens to be in power, whether in England with a con- 
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servative government, in Germany and Italy with fascist governments, 
or in the United States with the New Deal. 

The author cites a statement from Shirras in his Science of Public 
Finance to the effect that the experience of state enterprise in the 
twentieth century is, on the whole, against the disparaging criticisms 
of Adam Smith. This difference is probably due to a change in the 
character of the civil service and the effect of higher education in uni- 
versities upon the conduct of governments. The author also cites Al- 
fred Marshall, who in his Jndusiry and Trade says that there has 
developed 
a slow increase in the power of the people to govern the government that 
governed them; and this power was destined to become so large and so far- 
reaching that many tasks may now be trusted to the government in the 
twentieth century which would have been grossly mismanaged in the first 
half of the nineteenth century and would have been hotbeds of corruption in 
the eighteenth. ... . 


The author begins with a chapter on the menace of undisciplined 
private property. He holds that it is possible neither to eradicate pov- 
erty nor to eliminate the threat of war without “limiting severely the 
ownership of property by private individuals,” and developing “the 
collective control and ownership of goods and services.”” Next he sur- 
veys the extension of the power of the state over private property and 
private enterprise, the experience of the wartime controls, and the cur- 
rent tendencies toward some form of collective economy in basic 
services, including forests, water power and electricity, railroads, and 
banking. A brief chapter is devoted to the role of the state in the eco- 
nomic development of the British Commonwea!th. 

The author, having given a catalogue—in many parts it is just 
that—of the factual data relative to collectivism in various countries, 
and taking for granted the continuation of this trend to its final con- 
clusion, turns next to a consideration of whether or not private prop- 
erty transferred to public ownership ought to be confiscated outright 
or whether a case can be made for compensation, and concludes that 
no general principles can be laid down, since history already shows that 
“events in the saddle” are the determining factor. He then considers 
the methods of collective intervention, including public ownership and 
operation, mixed undertakings, public control, competition with pri- 
vate enterprise, aid to private enterprise, and co-operative undertak- 
ings. The relation of rationalization and scientific management to col- 
lective intervention is brought under discussion. 














906 BOOK REVIEWS 


In the second volume consideration is given to the menace of 
economic nationalism, and various international conferences and or- 
ganizations, such as those centered in Geneva and Basle, are discussed 
to indicate what the author regards as a tendency toward an inter- 
national collective economy. Various special international agreements 
are considered, including those having to do with the production con- 
trol of raw materials and other international agreements in the field of 
communications, banking, and finance. Regional interstate economic 
groupings, including the Balkan and Danubian areas, Scandinavia, the 
Baltic states, Belgium, Luxembourg, and the Netherlands, and the 
Austro-German relations, are considered. Finally, there is a discussion 
of economic councils and particularly the desirability of establishing a 
world economic council. 

The volume contains virtually no economic analysis but covers an 
enormous mass of descriptive material. This factual material is, how- 
ever, often ~ ‘her scrappy, particularly with respect to the less im- 
portant couutries. It is especially regretable that there is virtually no 
systematic analysis of the difficult problems confronting economies 
which are operating as in the world today under a price system regu- 
lated by numerous institutional controls, many of them purely private 
in character, together with an extending degree of state regimentation. 
The factual material is more or less common knowledge to all reason- 
ably well-informed persons and—though the book gives an impres- 
sive survey—even as a catalogue of historical events in the trend to- 
ward state control it is not altogether satisfying. Owing to the lack of 
analysis one gets very little light with respect to appropriate policies. 
Pretty much all the different types of current government controls are 
jumbled together and receive from the author a general blessing as 
steps in the “right direction,” without any real critique of the de- 


sirability of various economic alternatives. 
ALVIN H. HANSEN 


Harvard University 


Consumers and the Market. By MARGARET G. REID. New York: F. S. 

Crofts & Co., 1938. Pp. xiv+584. $3.75. 

The Consumers’ Counsel Division of the Department of Agriculture 
has estimated that in one year beginning in 1933 and ending in 1934 
the number of magazine articles on consumers and their economic prob- 
lems was eight times the number published in the twenty-year period, 
1900-1920. In fact the output of both articles and books was negligible 
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until the later part of the 1920’s when a series of hard-hitting exposés 
of advertising and other selling methods aroused popular interest. In 
1933 came the federal control programs with boards and councils to 
safeguard the consumers’ interests as part of the machinery. Not only 
did the programs themselves stimulate economic thinking with the 
consumer as a center of interest but for a time federal funds supported 
investigations, paid for economic evaluations of public policy from the 
consumers’ standpoint, and promoted consumer education. 

A qualitative appraisal of the publication of the last ten years shows 
clearly, however, the need for definition, clarification of fundamental 
issues, and orderly thinking. Miss Reid’s book meets this need. In 
it are the data that give a realistic picture of the market and of con- 
sumers in that market but with the factual material properly subordi- 
nated and made to contribute to economic analysis and appraisal. 
There are two basic problemsin the preparation of a book on consumers 
and the market. One is the selective combing of the items available 
on the marketing system and its operation. The work of teachers and 
students of marketing in schools of business and numerous research 
bureaus, governmental and private, has resulted in a vast and rapidly 
growing literature from textbooks to specialized monographs and re- 
ports. The trade journals alone furnish a wealth of material. The sec- 
ond problem is to draw the line between a specialized discussion of the 
consumer and the market and a discussion of the consumer and the 
economic system as a whole, since the market, the pricing process, 
and the consumer are supposed to be the central theme of a general 
economic treatise. Miss Reid is aware of this problem and it is her 
awareness that enables her so successfully to draw the line and yet 
show the close relationship. Many students using this book will get a 
sounder understanding of economic principles than they obtained from 
their courses under that name, as well as a careful analysis of such mat- 
ters as the chain store, consumers’ co-operatives, consumer credit, in- 
formative labeling, and advertising and its control. 

Miss Reid’s interest in consumption and consumers’ problems ante- 
dates the New Deal and the governmental activities which have 
brought so many new workers into this field. The quality of her book 
and that of her colleague, Miss Hoyt, justify the opportunity and en- 
couragement given them at Iowa State College, the first institution 
where departments of economics and home economics gave whole- 
hearted and intelligent support to study of this character. Miss Reid’s 
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book is written to serve as a text. It is to be hoped that her attention 
will next be given to some of the special problems in need of more in- 
tensive analysis, the relation of advertising to price, for example. 


Hazet Kyrk 
University of Chicago 


Elements of Statistics: With Applications to Economic Data. By 
Haroip T. Davis and W. F. C. Netson. Bloomington: Principia 
Press, Inc., 1935. Pp. xi+424. 

Of the current bumper crop of general treatises on statistics, the 
Davis-Nelson collaboration is of outstanding interest to econometri- 
cians. Written by an able mathematician with an interest in economic 
problems and an accomplished economist whose recent passing has 
been deeply regretted, this volume is marked by several points of 
departure which may contribute somewhat to raising the general level 
of statistical education. The algebraic derivation of fundamental rela- 
tions in a manner which does not presuppose an acquaintance with 
the calculus, but which does make it possible to associate calculus 
proofs with the demonstrations presented; the direct mention of valu- 
able sources of information in footnotes to the text rather than in 
appended and remote bibliographies; and the inclusion of numerous 
instructive problems at the end of each chapter—are all features which 
will commend themselves to those associated in various ways with the 
survey course in economic statistics. 

One of the most glaring of several misleading things that statistical 
textbooks usually do is to leave the reader with the impression that 
averages and so-called measures of dispersion are in quite different 
categories. In the case of the Davis-Nelson volume, this fault is over- 
come in part, at least, by treating the standard deviation and other 
customarily used measures of dispersion in the same chapter with 
averages. By limiting themselves to algebraic demonstrations, the au- 
thors have been excluded from using the very illuminating generalized 
mean value function approach to the analysis of averages. The use 
of the generalized mean value function approach makes it possible to 
demonstrate, with the most elementary calculus and in the space of 
half a page, all inequalities among the unlimited number of averages 
yielded by the unit weight or simple sample form of generalized mean 
value function. The most concise of the customarily used special and 
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disconnected methods of dealing with a few of the more commonly 
used averages occupy several pages (pp. 97-99 in the case of this text- 
book) and are likely to leave the reader with several erroneous impres- 
sions, such as the notion that there are only a few averages in existence 
and that these are not related to one another in any particular way. 
To exclude from a portion of a textbook those who are not adequately 
prepared to do serious work in economic statistics seems not too great 
a sacrifice to make in order to obtain the numerous advantages which 
follow from the use of the generalized mean value function approach. 

Revisions of this work will doubtless improve in many ways what is 
already a quite acceptable manual because of its general soundness 
and bounty of valuable data and problems. 

NILAN NorRIsS 
Hunter College of the City of New York 


Travaux du Congrés des Economistes de Langue Francaise, 1937: 
étude comparée du capitalisme et du Bolchévisme; la stabilisation 
monétaire. Paris: Les Editions Domat-Montchrestien, 1937. Pp. 
174. Fr. 48. 


These proceedings of two discussion meetings of French-speaking 
economists (French, Belgian, and Swiss) contain introductory papers 
on a comparison of capitalist economy with the present stage of devel- 
opment of the U.S.S.R. (by M. Jean Lescure) and on monetary stabi- 
lization (by M. Laurent Dechesne). They are followed by an account 
of the discussion that ensued in which such men as Aftalion, Germain- 
Martin, Jeze, Nogaro, and Rist participated. 

The quality of the discussion is, on the whole, rather disappointing. 
Surprisingly little acquaintance with American and English literature is 
revealed by almost all participants. The volume does, however, sug- 
gest the thought that the proceedings of our own national meetings 
might perhaps be considerably more useful if similar round-table dis- 
cussions by a rigorously restricted group in connection with certain 
“growing points” were published at some length, while publication of 
the present usually scattered “papers” could then be sought on their 
merits in the numerous journals that already exist for this purpose. 


Harry D. GIDEONSE 
Columbia University 
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Douglas’s 

SOCIAL SECURITY IN THE UNITED STATES. New second 
edition 
By Paut H. Dovetas, University of Chicago. Whitilesey House Publication. 548. $3.50. 


The revision of this authoritative analysis of the Federal Security Act considers, as before, every aspect 
of the Act in detail—its origin, its chief provisions, and how it is administered. The new edition discusses 
critically the progress made since the promulgation of the Act. 


Moulton’s 
FINANCIAL ORGANIZATION AND THE ECONOMIC SYSTEM 


By Harotp G. Movtron, President, The Brookings Institution. Business and Economics Publications. 
515 pages, 6X9. $3.50. ’ 
This is the complete rewriting of a book the publication of which in 1921 marked the beginning of a new 
orientation in the teaching of money, banking, and finance in the United States. The author shows the 
evolution and the functioning of the several types of financial agencies and institutions as interrelated parts 
of a comprehensive financial system by means of which modern economic activities are largely organized 


and controlled. 


Hoagland’s 
CORPORATION FINANCE. New second edition 


By Henry E. Hoaatanp, Ohio State University. 596 pages, 6X9. $4.00. 


Maintaining the same objectives and point of view, together with the author’s eminently readable style and 
realistic approach, the revised edition of this successful textbook represents a complete restudy of the whole 
field in the light of recent financial developments and legislation affecting corporations. 


Crum, Patton and Tebbutt’s 
INTRODUCTION TO ECONOMIC STATISTICS 


By Wiiuum L. Crum, Harvard University, Atson C. Patron, The Massachusetts Protective Life 
Assurance Company, and Arruur R. Tessutr, Brown University. 423 pages, 6X9. $4.00. 


This is a new book which follows broadly the major outline of Crum and Patton’s Introduction to the Methods 
of Economic Statistics. Algebraic material has been kept to a minimum. The wealth of discussion per- 
taining to statistical data, their sources, limitations, and characteristics, is one of the strongest features of 


the text. 
Millis and Montgomery’s 
THE ECONOMICS OF LABOR. Vol. II: Labor’s Risks and Social 


Insurance 
By Harry A. Mrs, University of Chicago, and Royat E. Montcomery, Cornell University. Business 
and Economics Publications. 453 pages, 6X9. $3.00. 
This volume is concerned chiefly with the problems of unemployment, industrial injury, sickness and non- 
industrial accident, and invalidity and industrial old age. 


Send for copies on approval 
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Can government operate business enterprises efficiently? 


GOVERNMENT CORPORATIONS AND FEDERAL FUNDS 


By JOHN McDIARMID 









Particularly during the World War emergency and more recently during the 
depression years following 1930, the federal government has utilized the 
corporate device for the conduct of economic enterprises of various sorts. 
These corporations have as a general rule enjoyed greater freedom in fi- 
nancial transactions than have the regular governmental departments and 
agencies. 









This book is an intensive study of this significant recent development in 
public administration, examines the experiences of United States govern- 
ment corporations in the use of public funds, and analyzes the advantages 
and disadvantages of financial autonomy for such governmental enterprises. 
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Should schools be administered under an 
authority entirely free from the control 
or influence of local public officials? 


SCHOOLS AND CITY GOVERNMENT 
By NELSON B. HENRY and JEROME G. KERWIN 


A Srupy or Scnooit anp MunicipaL RELATIONSHIPS IN CITIES OF 
50,000 on More PopuLaTION 


Covers 191 cities, of which thirty-three were subject of an intensive field 
survey. A professor of education (Mr. Henry) and a professor of political 
science (Mr. Kerwin), both of the University of Chicago, here inquire into 
the advantages and limitations of alternative public-school plans and, 
despite the popular public insistence on educational isolation, find numer- 
ous opportunities for—and advantages of—-co-operation between school and 
municipal officers. 

Emphasis is placed on the favorable results that have been obtained 
from co-operative procedures, health service, recreation, prevention of 
juvenile delinquency, and other matters of community concern. $1.50 


THE UNIVERSITY OF CHICAGO PRESS 
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ECONOMICS AND SOCIAL INSTITUTIONS 


Nearly one hundred colleges and universities began the year 1938-39 with the 
use of one or more of the volumes in the new six-book series for the general 
introductory course in economics. Those starting with Volume I, “Develop- 
ment of Economic Society,” or Volume II, “Introduction to Economic Analy- 
sis,” include 


University of California Northwestern University 


Colgate University Ohio State University 
DePauw University Princeton University 
Duke University Rutgers University 
Georgetown University Swarthmore College 
University of Georgia University of Virginia 


University of Washington 
Western Reserve Universit 


Indiana University 
University of Kansas 


Harvard University began this year’s course with Volume IV, “Money, Credit, and 
Finance”; Stanford University, Williams and Haverford Colleges with Volume III, 


“Social Control of Industry.” 
The “Instructor’s Manual” for the complete series is proclaimed to be “the 
most helpful aid to the instructor pertaining to any textbook.” 


Publishers LITTLE, BROWN AND COMPANY Boston 
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This very hour, millions of words are being 
spoken by telephone. Friend talks to friend 
and two lives are happier because of it. 

Greetings and best wishes are exchanged — 
holiday visits arranged —affairs of business 
transacted. A doctor comes quickly in answer 
to a hurried call. 

And day and night, the country over, these 
oft-repeated words reflect the value of the 
telephone . . . “I’m glad you called.” 
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